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CLINTON-GORE V. THE AMERICAN TAXPAYER

THURSDAY, APRIL 15, 1999

HOUSE OF REPRESENTATIVES, SUBCOMMITTEE ON NA-
TIONAL ECcONOMIC GROWTH, NATURAL RESOURCES, AND
REGULATORY AFFAIRS, JOINT WITH THE SUBCOMMITTEE
ON GOVERNMENT MANAGEMENT, INFORMATION, AND
TECHNOLOGY, COMMITTEE ON GOVERNMENT REFORM,

Washington, DC.

The subcommittees met, pursuant to notice, at 2 p.m., in room
2154, Rayburn House Office Building, Hon. David M. McIntosh
(chairman of the subcommittee on National Economic Growth, Nat-
ural Resources, and Regulatory Affairs) and Hon. Stephen Horn
(chairman of the Subcommittee on Government Management, In-
formation, and Technology) presiding.

Present: Representatives McIntosh, Horn, Ryan, Terry, Ose, and
Kucinich.

Staff present: Marlo Lewis, staff director; Barbara Kahlow, pro-
fessional staff member; Jason Hopfer, chief counsel; Luke Messer,
counsel; Andrew Wilder, clerk; J. Russell George, staff director and
chief counsel; Bonnie Heald, director of communications, profes-
sional staff member; Mason Alinger, clerk; Elizabeth Mundinger
and Faith Weiss, minority counsels; and Earley Green, minority
staff assistant.

Mr. HORN. The joint meeting of the hearing of the House Sub-
committee on Government Management, Information, and Tech-
nology and the Subcommittee on National Economic Growth, Na-
tional Resources, and Regulatory Affairs will come to order. April
15 is tax day for all Americans. It is the day the Internal Revenue
Service holds individuals accountable for the accurate reporting of
their tax liability.

It is fitting that today we hold the IRS accountable as well. In
the past years, the Subcommittee on Government Management, In-
formation, and Technology has held similar hearings and heard re-
ports of management problems at the Internal Revenue Service.

Last year on this date, we heard from the newly appointed Com-
missioner of the Internal Revenue Service, Mr. Charles Rossotti.
He outlined for us his priorities for restructuring and refocusing
the IRS. Commissioner Rossotti spoke as follows: “Shifting entire
focus of the agency from one which focuses solely on conducting our
own internal operations to one which puts far more emphasis on
trying to see things from the point of view of the taxpayers and em-
phasizing service and fairness to taxpayers.”

A few months after that testimony, on July 22, 1998, the IRS Re-
structuring and Reform Act of 1998 was signed into law. The un-
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derlying theme of the act is one of creating a cultural change with-
in the IRS. In the broadest terms, the act shifts the emphasis on
the IRS from its defined role of an enforcement agency, to a role
that resembles more closely a financial service organization.

The initiatives presented by the Commissioner last April 15 and
the broad array of provisions in the IRS Restructuring and Reform
Act seem to go hand and hand. One year has passed since we
heard from the Commissioner, and nearly 9 months has passed
since the enactment of the restructuring act.

Today we hope to learn of the first steps taken by the Commis-
sioner to restructure and refocus the Internal Revenue Service. I
think that’s one of the most difficult jobs that has been ever under-
taken in government, and might well be one of the most difficult
ever taken in a human organization.

In addition, we need to have a candid discussion of the chal-
lenges that lie ahead for the agency. Great things are expected and
the road will be difficult. The Commissioner knows that, and most
of us know that.

However, the effort is much needed, and we will all be better off
when it has been accomplished. The Government Management, In-
formation, and Technology Subcommittee will focus on these and
other management practice issues within the IRS. I will then yield
the chair to Mr. McIntosh whose subcommittee will examine the
agency’s record in complying with the Paperwork Reduction Act.

That law is intended to reduce the burden of paperwork the Fed-
eral Government places on the American people. The National Eco-
nomic Growth, Natural Resources, and Regulatory Affairs Sub-
committee will focus specifically on the paperwork imposed by the
IRS and the Department of Agriculture.

Let us begin today by welcoming our witnesses. Mr. Charles
Rossotti, Commissioner of Internal Revenue Service, has a distin-
guished career. He’s the type of person that should have long ago
been made Commissioner, and we now have one that has been a
chief executive, knows what it is to be a chief executive. And when
you preside over a complicated organization, such as the IRS, with
102,000 employees, the challenges are obviously great.

He will be panel 1. And the Members on both sides will have the
opportunity to question the Commissioner after his statement has
been made, and we will alternate 5 minutes each, varying between
the majority and the minority.

On panel 2, we will hear from Mr. Nye Stevens, Director of the
Federal Management and Workforce Issues at the General Ac-
counting Office, which is the legislative arm of the government,
and does our program and fiscal accounting; Mrs. Deidre Lee, Act-
ing Deputy Director for Management at the Office of Management
and Budget; and Mr. James R. White, Director of Tax Policy and
Administrative Issues at the General Accounting Office will finish
out panel 2.

Panel 3 will consist of Ms. Sydney Hoff Hay, a taxpayer activist
from Phoenix, AZ; Ms. Kaye Whitehead, a pork farmer in Muncie,
IN; Mr. William N. Lindsay, president of Benefit Management and
Design Inc. in Denver, CO; and Mr. Jack Nicholson, owner of Com-
pany Flowers in Arlington, VA.
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On our fourth and final panel, we will hear testimony from Anne
Thompson Reed, Chief Information Officer of the Department of
Agriculture.

I now yield to Mr. McIntosh for his opening statement.

[The prepared statement of Hon. Stephen Horn follows:]
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“Oversight of the Management Practices
at the Internal Revenue Service”

Opening Statement of Chairman Stepher Horn (R-CA)
Subcommittee on Government Management, Information, and Technology
April 15, 1999

April 15 is tax day for all Americans. It is the day the Internal Revenue Service holds individuals
accountable for the accurate reporting of their tax liability. It is fitting that today we hold the IRS
accountable as well.

In past years, the Subcommittee on Government Management, Information and Technology has
held similar hearings and heard reports of management problems at the IRS.

Last year on this date, we heard from the newly appointed commissioner of the Intemal Revenue
Service, Mr. Charles Rossotti. He outlined for us his priorities for restructuring and refocusing the IRS.
Commissioner Rossotti, spoke of, and I quote, “shifting the entire focus of the agency from one which
focuses solely on conducting our own internal operations to one which puts far more emphasis on trying
to see things from the point of view of taxpayers and emphasizing service and fairess to taxpayers.”

A few months after that testimony, on July 22, 1998, the IRS Restructuring and Reform Act of
1998 was signed into law. The underlying theme of the Act is one of creating a cultural change within
the IRS. In the broadest terms, the Act shifts the emphasis of the IRS from its self-defined role of an
enforcement agency to a role that resembles more closely a financial service organization.

The initiatives presented by the Commissioner last April 15 and the broad array of provisions in
the IRS Restructuring and Reform Act, seem to go hand-in-hand.

One year has passed since we heard from the Commissioner, and nearly nine months has passed
since the enactment of the Restructuring Act.

Today, we hope to learn of the first steps taken by the Commissioner to restructure and refocus the
Internal Revenue Service. In addition, we need to have a candid discussion of the challenges that lie ahead
for the agency. Great things are expected, and the road will be difficult. However, the effort is much
needed, and we will all be better off when it is accomplished.

The Government Management subcommiittee will focus on these and other management practice
issues within the IRS. I will then yield the chair to Mr. McIntosh whose subcommittee will examine the
agency’s record in complying with the Paperwork Reduction Act. That law is intended to reduce the
burden of paperwork the Federal Government places on the American people.

The National Economic Growth subcommittee will focus specifically on the paperwork imposed
by the IRS and the Department of Agriculture.

Let us begin today by welcoming our witnesses.
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Mr. McInTOSH. Thank you, Chairman Horn. I'm delighted to be
able to cochair this hearing with you and welcome Mr. Rossotti
today.

Last year, Congress passed the IRS Restructuring and Reform
Act, because of its concerns about IRS treatment of taxpayers. The
IRS accounts, in addition, for nearly 80 percent of the government-
wide paperwork burden on Americans. This hearing will examine
the IRS’s failure to initiate any specific actions to reduce paper-
work burdens during 1999 and 2000 for any of its 671 tax forms
and recordkeeping requirements, which impose approximately 5.8
billion hours of burden on the American public.

This equates, by the way, to about $154 billion in costs for paper-
work compliance. I think of it, and it nearly equals the total $182
billion of taxes imposed on businesses in this country each year. I
think of it as a hidden tax, an extra tax that goes along with the
tax that Americans are paying today on April 15, because it’s a cost
that is borne by them in order to comply with the laws as Congress
has passed them and the paperwork requirements the IRS uses to
collect those revenues.

In addition, we understand from the IRS staff that IRS has not
analyzed all of the paperwork imposed on individuals to spare
them the burden of providing the same information on multiple tax
forms. Also, IRS has not analyzed all paperwork imposed on small
businesses to identify duplicative form burdens on them. I find the
agency’s lack of effort to be unacceptable and believe the American
people will share my assessment.

Today’s hearing will also examine the Office of Management and
Budget’s mismanagement of the paperwork burden imposed on
Americans. The OMB is supposed to be the Federal Government’s
watchdog agency guarding the public against waste, fraud, and
abuse. Yet OMB has failed to push the IRS or, frankly, many other
Federal agencies to cut existing paperwork burden on taxpayers.
Worst, the GAO confirms today that the OMB has mislead the
American people, providing a falsely inflated picture of the Clinton
administration’s paperwork reduction accomplishments.

First, I want to turn my attention to the IRS. A survey conducted
2 years ago found that most respondents would rather undergo root
canal surgery than be audited by the IRS. A magazine poll found
that the scariest words Americans could imagine hearing when
they pick up the telephone are, “This is the IRS calling.”

Indeed, for many persons, today’s hearing falls on the worst day
of the year, April 15, or tax day. Much of their frustration and
anger is directed at the government’s tax collector, an unenviable
duty that has been assigned to the IRS. Although I'm very dis-
appointed with its effort, or lack of effort, to reduce the paperwork
burden, I do not intend at this hearing to take cheap shots at what
has been done by the agency, either for sins of past Congresses or
Presidents.

America should be mad at the unfair and oppressive tax system.
But, the source of most of the unfairness and oppressiveness is the
mind-numbingly complex, economically irrational, special interest-
dominated Tax Code, in other words, 86 years of bad tax policy.
The IRS can’t be held accountable for that. That’s written here in
Congress and signed into law by the President.
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But, what I would like to focus on today is how the IRS takes
that Tax Code and translates it into the paperwork that is required
by the American people to fill out that message. And, I believe—
right now the staff is putting here the Internal Revenue Code
which includes all of the regulations implementing the code of law
to indicate how that has grown in terms of the complexity just in
the sheer volume of the paperwork that is required to produce that.

If it helps policymakers get the message that more and more
Americans are sending to Washington, it is time to scrap the code
and replace it with something that is economically fair and decent,
then I think the hearing will in itself be a success.

Now, we all know the direct costs of the Tax Code is about $1.7
trillion that Americans pay in taxes to the government. But, there
is this hidden cost which adds an extra 10 percent, or about $154
billion, to that burden. Each American spends an estimate of 5.8
hours in complying with the 671 different tax forms. To me, this
is unconscionable. And, what is even worse is that the IRS projects
this hidden tax burden will go up by 150 million hours in 1999 and
130 million hours in the year 2000.

IRS correctly observes that recent and anticipated statutory
changes in the Tax Code are the driving force behind the growth
in the paperwork. Please note that the huge stack of the Internal
Revenue Code represents not only the statute but also the 12,000-
some pages of tax regulations used to implement that code.

Clearly, the code is too complicated. Nonetheless, that does not
excuse the IRS from failing to provide any significant paperwork-
reducing initiatives for existing forms. I understand there are
many that were created as a result of recent tax bills, but there
are also many, many that have been in existence for some time
that could easily be examined to determine whether they’re dupli-
cates, whether they need to be filled out in order for the IRS to do
its job in enforcing the Tax Code.

Now, let me turn to the entire government’s paperwork, which
OMB has severely mismanaged. The 1999 Treasury and General
Government Appropriations Act required OMB to issue a report by
March 31 that identified specific paperwork reduction accomplish-
ments expected, constituting 5 percent reduction in the paperwork
expected for 1999 and fiscal year 2000.

The next day, I submitted comments that the draft report is not
responsive to the statutory requirements in several ways. First of
all, OMB estimates that 2.6 percent increase in paperwork require-
ments for 1999 and 2.3 percent increase in 2000, instead of a 5 per-
cent decrease in each of those years. This expectation follows 3 suc-
cessive years of increases in paperwork, instead of decreases.

Second, the draft report only identified some specific reductions.
This aspect of the report is not acceptable to us or responsive to
the congressional requirement. In fact, IRS and 5 of the 14 Cabinet
Departments—Energy, Health and Human Services, Housing and
Urban Development, State, and Veterans Affairs—were unable to
identify any specific paperwork reduction initiatives in 1 of 2 years.

Now, why didn’t the administration say no to these proposed
budgets and ask OMB to send them back to the agencies? I believe
the administration’s incredible disregard for the $7 billion of paper-
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work burden experienced by the American people is insensitive and
unacceptable.

This burden equates to $185 billion in costs each year, and
OMB’s draft report includes 872 violations of law last year alone,
where the agency levied unauthorized paperwork burdens on the
American people, including over 100 each by the Department of Ag-
riculture, Health and Human Services, and Veterans Affairs. In
other words, there were at least 872 times when the Clinton ad-
ministration required paperwork without the legal authority to do
so.
The GAO says, as disconcerting as these violations are, even
more troubling is the fact that OMB reflects the hours associated
with unauthorized information collections ongoing at the end of the
fiscal year as burden reductions.

We believe that OMB has an obligation to Congress and the
American people to accurately report paperwork burdens imposed
on the public and that OMB must immediately take necessary
steps to stop the violations. I believe the public deserves substan-
tially more paperwork reduction initiatives by the administration,
especially the IRS, the largest component of that hidden tax of pa-
perwork, and an honest accounting to the American people, which
reflects only actual burden reduction accomplishments and not the
total burden.

It’s only fitting that today on tax day we hold this hearing, and
I appreciate Mr. Horn in joining us in a joint hearing on this to
find out exactly how we can best reduce the hidden tax of paper-
work.

[The prepared statement of Hon. David M. McIntosh follows:]
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Statement of Chairman David McIntosh
Subcommittee on National Economic Growth,
Natural Resources and Regulatory Affairs
on
“Clinton-Gore v. The American Taxpayer”
April 15, 1999

Today, the Subcommittee is conducting a joint hearing with the Subcommittee on Government
Management, Information, and Technology on paperwork reduction under the Paperwork
Reduction Act and management practices at the Internal Revenue Service (IRS). Last year,
Congress passed the IRS Restructuring and Reform Act because of its concerns about IRS’
treatment of taxpayers. The IRS accounts for nearly 80 percent of the government-wide
paperwork burden on Americans. This hearing will examine the IRS’ failure 1o initiate any
specific actions to reduce paperwork burdens during 1999 and 2000 for any of its 671 tax forms
and recordkeeping requirements, which impose 5.8 biilion hours of burden on the American
public. This equates to $154 billion of paperwork compliance costs on Americans, which nearly
equals the total $182 billion of taxes imposed on businesses this year. In addition, we understand
from IRS staff that IRS has not analyzed all paperwork imposed on individuals to spare them the
burden of providing the same information on multiple tax forms. Also, IRS has not analyzed all
paperwork imposed on small businesses to identify duplicative information burdens on them. 1
find IRS’ lack of effort to be unacceptable and believe that the American people will share my
assessment.

Today's hearing will also examine the Office of Management and Budget's (OMB) mis-
management of the paperwork burden imposed on Americans. OMB is supposed to be the
Federal government’s watchdog agency, guarding the public against waste, fraud, and abuse. Yet
OMB has failed to push the IRS - and other Federal agencies - to cut existing paperwork burdens
on taxpayers. Worse, GAO confirms today that OMB has lied to the American people, providing
a falsely inflated picture of the Clinton Administration’s paperwork reduction accomplishrents.

- So, today I want to welcome IRS Commissioner Charles Rossotti, who is with us on Tax Day, an
important day for the American public. The Clinton Administration will also be represented by
Diedre Lee, who is OMB's Acting Deputy Director for Management, and Agriculture’s Chief
Information Officer (CIO) Anne Thomson Reed. OMB’s Office of Information and Regulatory
Affairs, which has principal responsibility for the Paperwork Reduction Act, reports to Ms. Lee.
I want to also welcome two General Accounting Office (GAQ) officials with principal audit
responsibility for paperwork reduction and the IRS -- Nye Stevens, Director of Federal
Management and Workforce Issues, and James White, Director of Tax Policy and Administration
Issues.

Lastly, but very important to all of us here today, I want to welcome Sydney Hoff Hay, who is 2
taxpayer activist from Phoenix, AZ; Kaye Whitehead, a pork farmer from Muncie, IN; William
N. Lindsay, President of Benefit Management & Design, Inc., from Denver, CO; and, John
Nicholson, owner of Company Flowers, from Arlington, VA . They will address paperwork
issues of concern to American taxpayers, farmers, and small businesses.
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First, T want to turn my attention to the IRS. A survey conducted two years ago found that most
respondents would rather undergo root canal surgery than be audited by the IRS. A magazine
poll found that the scariest words Americans could imagine hearing when they pick up the
telephone are, “This is the IRS calling.” Indeed, for many Americans, today’s hearing falls on
the worst day of the year - April 15th - Tax Day. And much of their frustration and anger is
directed at the Federal Government'’s tax collector, the IRS.

Although I am very disappointed with the IRS’s effort - or Jack of effort - to reduce the
paperwork burdens on American taxpayers, I do not intend at this hearing to take cheap shots at
the IRS or make the agency a scapegoat for the sins of past Congresses and presidents.
Americans should be mad at an unfair and oppressive tax system. But the source of most of the
unfairness and oppressiveness is the mind-numbingly complex, economically irrational, special
interest-dominated tax code -- in other words, 86 years of bad tax policy. This hearing will have
served its purpose if it helps taxpayers understand better the root of their troubles. And, if it
helps policymakers get the message that more and more Americans are sending to Washington:
it is time to scrap the code -- time to replace the current morass with a system that is simple,
economical, and fair.

We all know the direct costs of the tax code -~ the $1.7 trillion Americans pay to Uncle Sam on
April 15th. Butthere is a “hidden” cost that adds an extra 9 percent or $154 billion to that
burden. Each year Americans spend an estimated 5.8 billion hours and $154 billion complying
with the 671 tax forms. This is unconscionable. What is even worse is that the IRS projects that
this “hidden” tax burden will go up by 149 million hours in FY 1999 and 130 million hours in
FY 2000. IRS correctly observes that recent and anticipated statutory changes in the tax code are
the driving force behind the growth in paperwork. Please note the huge stack of the 9,500 page
Internal Revenue Code and the 12,307 pages of tax regulations to implement the tax code.
Nonetheless, that does not excuse the IRS from failing to provide any significant paperwork
reducing initiatives for existing forms during FY 1999 and 2000, What idea does the IRS have ta
reduce the “hidden” taxes on us? None!

Now, let me turn fo the entire Government's paperwork which OMB has mis-managed. The
Paperwork Reduction Act was principaily intended to “minimize the paperwork burden for
individuals, small businesses, educational and nonprofit institutions, Federal contractors, State,
local and tribal governments, and persons resulting from the collection of information by or for
the Federal Government” (44 U.S.C. §3501). The 1999 Treasury and General Government
Appropriations Act required OMB to issue a report by March 31, 1999 that “identifies specific
paperwork reduction accomplishments expected, constituting annual five percent reductions in
paperwork expected in fiscal year 1999 and fiscal year 2000.”

On March 30, 1999, OMB asked for Congressional comments by April 2nd on its draft report to
Congress entitled “Information Collection Budget of the United States Government - Fiscal Year
1999 The next day, I submitted comments stating that the:
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“draft report is not responsive to the statutory requirement in several ways, First, OMB
estimates a 2.6 percent increase in paperwork in fiscal year (FY) 1999 and a 2.3 percent
increase in paperwork in FY 2000 instead of five percent decreases in each FY. This
expectation follows three successive years of increases in paperwork, instead of decreases
in paperwork, Second, the draft report only identifies some specific expected reductions.
... This aspect of the draft report is not acceptable or responsive to the Congressional
requirement.”

In fact, IRS and five of the 14 Cabinet departments -- Energy, Health and Human Services,
Housing and Urban Development, State, and Veterans Affairs - were unable to identify any
paperwork reduction initiatives in one of the two years. Why didn’t the Clinton Administration
say "no" to these proposed paperwork budgets submitted to OMB by the agencies? Ibelieve that
the Clinton Administration's incredible disregard for the 7 billion hours of paperwork burden
experienced by the American people is insensitive and unacceptable. This burden equates to
$185 billion annually of compliance costs, which is about equal to all the taxes paid to the IRS by
American businesses annually.

During 1998 and 1999, the Subcommittee on National Economic Growth, Natural Resources and
Regulatory Affairs sent seven oversight letters to OMB on the Paperwork Reduction Act.
OMB’s last response finally acknowledged that OMB’s recent annual reports to Congress had
falsely claimed many paperwork reduction accomplishments. Instead of working to achieve
actual paperwork reductions, OMB was claiming paperwork successes for paperwork still in use
but without legal authorization. According to OMB’s analysis, if a-form is not legally
authorized, it does not exist, even though the form is still being filled out by citizens and used by
the Federal agency. OMB’s position is like saying that, if the Government continues to send you
tax forms to complete after their authorization has expired, your tax burden has somehow gone
down, even though you still fill out the forms and still pay your taxes. To justify this fraud,
OMB illogically claimed that its computer “data base tracks agency actions” not “what agencies
may be doing that they do not report” to OMB.

In fact, OMB's draft report identifies 872 violations of law last year alone where agencies levied
unauthorized paperwork burdens on the American people -- including over 100 each by the
Departments of Agriculture, Health and Human Services, and Veterans Affairs. In other words,
there were at least 872 times last year for which the Clinton Administration required paperwork
without the legal authority to do so. GAO says that there is a "troubling disregard" by the
agencies for the reguirements of the Paperwork Reduction Act. GAO says "[a]s disconcerting as
these violations are, even more troubling is that {OMB] reflects the hours associated with
unauthorized information collections ongoing at the end of the fiscal year as burden reductions.”
We believe that OMB has an obligation to Congress and the American people to accurately
report paperwork burden imposed on the public and that OMB inust immediately take necessary
steps to stop these violations of law.
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Besides OMB?’s falsely-claimed success stories, in our audit of OMB’s dockets for other claimed
paperwork reduction accomplishments -- which each claimed a 500,000 or more hours reduction
on the public -- we found many paperwork dockets were missing or substantially incomplete. As
a consequence, it was impossible to determine whether other claimed reductions were, in fact,
realized. This failure by OMB to maintain complete and accurate files describing the nature of
paperwork burden reductions, at best, conceals the true nature and extent of paperwork
reductions. At worst, it misleads Congress and the American people into believing that the
paperwork burden is being reduced when it is not. We found other areas of mis-management by
OMB of the paperwork imposed on the public. For example, many paperwork requirements
found to be in use without current OMB approval one or two years ago are incredibly still in use
without current OMB approval.

The Paperwork Reduction Act has a “Public Protection” section (44 U.S.C. §3512) which -
provides that the public can ignore without penalty an unauthorized paperwork request. Last Fall
and again last month, I made several recommendations to OMB to help the public know when
paperwork requests by the Federal Government are no longer valid, and when paperwork has
actually been reduced. For example, we asked OMB to publish a monthly Notice in the Federal
Register that can be widely circulated by interest groups to the affected public indicating
paperwork without current OMB approval and describing specific actions taken by the executive
branch to achieve each major program paperwork burden reduction. Today, GAO will make
additional recommendations for the Clinton Administration to manage the paperwork process
better and more fairly to the American people.

Ibelieve that the public deserves substantially more paperwork reduction initiatives by the
Clinton-Gore Administration, especially the IRS, the largest component of “hidden” tax, and an
honest accounting to the American people which reflects only actual burden reduction
accomplishments and the total burden imposed on Americans. It is only fitting that today, tax
day, we hold this hearing to find out how to reduce this “hidden” tax.
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Mr. HORN. I thank the gentleman. That’s quite a list of horrors.
And I assume it will come out in the question period a little more.

Commissioner, and all other witnesses on panels 2 and 3, let me
just say what our procedures are. This is an investigating com-
mittee, as are most subcommittees of the Committee on Govern-
ment Reform. And, we swear all witnesses prior to their testimony.
When we call on the witness, their statement is automatically part
of the record, as well as background information on them and so
forth. So one doesn’t have to ask permission for that. It’s in the
written record.

So, Commissioner, if you would stand, we will administer the
oath. Why don’t we get all panels standing. We can have a mass
baptism right now. It will save a lot of time.

[Witnesses sworn.]

l\illr. HorN. The clerk will note that all the witnesses took the
oath.

We will then begin with panel 1. Commissioner Rossotti, it’s al-
ways a pleasure to have you here, and you must have been the
most popular guy in town today with probably the other body, as
it is known, also had you over today.

Mr. RossorTI. Actually, I was there yesterday.

Mr. HORN. I see.

STATEMENT OF CHARLES O. ROSSOTTI, COMMISSIONER,
INTERNAL REVENUE SERVICE

Mr. RossoTTI. Thank you very much, Mr. Chairman, and Chair-
man McIntosh as well. We have several subjects here. I would first
like to very briefly cover some topics on managing year 2000 and
filing season and then go on to a discussion concerning paperwork
and taxpayer burden.

And, Chairman Horn, I know that your subcommittee is con-
cerned with management, information, and technology. So I think
it’s actually fitting that you hold a hearing on the IRS at this time,
because as you noted in your opening remarks, the IRS is, in fact,
faced with a massive program of change in all of these dimensions.
?nd I've got a few of the initiatives listed over here in bullet-point
orm.

As you noted, last year the Congress passed nearly unanimously
the Restructuring Reform Act. And this act has many specific pro-
visions that are all very important. As important as they are, I
think collectively the bill said something even more important than
any provision, which is that the IRS must fundamentally change
our direction. I think what we were told is that we must not only
collect taxes, which we must do, but we must think about our job
as serving the people who are paying the tax, namely, the Amer-
ican taxpayers.

I believe that we can succeed in this mandate, and as a matter
of fact, I think we now know more clearly than we did before what
we need to do to succeed. But we also know that this involves a
lot of changes, and some very fundamental changes, covering al-
most all significant aspects of the agency.

Some of these changes are intangible, such as how we commu-
nicate and define our mission and our goals and our guiding prin-
ciples, but many of the changes are very tangible, such as how we
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measure our performance, train people, organize ourselves, as well
as many very detailed procedures and especially our technology
programs. Collectively, this all affects the skills attitude tools that
constitute the way we serve taxpayers.

In addition, as you have noted, Mr. Chairman, a number of times
the information technology on which the IRS critically depends, is
fragile and inefficient and I believe cannot be fixed short of nearly
a total replacement. In addition to technology, there are other
major areas of change needed to achieve our strategic goals, includ-
ing reengineering our basic business processes. This includes many
of the aspects that pose burdens on taxpayers such as our forms
and filing procedures, as well as our internal organization, manage-
ment and performance measures.

And I recently sent, I believe, to you both—to you gentlemen a
copy of a document that we recently wrote called “Modernizing
America’s Tax Agency,” which lays out in some detail, which we
don’t have time for today, this overall program. I do want to note
that this is a massive amount of change; and it has to, of course,
be coupled with continuing ongoing operations. And this all means
that there is a significant risk in what we’re doing, that we may
have unanticipated problems, and that we may have operational
errors as we go along.

In other words, in the current situation the IRS is in, I don’t be-
lieve there is any risk-free plan. But, although we know that there
are inherent risks, knowing that they exist, means that we can try
to manage them so that no setback is fatal and we can be reason-
ably confident of ultimate success.

And in this regard, I would like to mention two important as-
pects of our management process: one is the need to rigorously set
priorities in light of the fact that we have limited organizational ca-
pacity. The other, of course, is to establish effective management
over each of our major change processes.

Like any organization, we have limited capacity to manage
change. And even before the Congress passed the Restructuring Re-
form Act and we began our modernization program, the IRS orga-
nizational capacity was, in fact, stressed to the maximum in an at-
tempt to respond to actually thousands of individual recommenda-
tions that were coming from many studies and proposals, as well
as legislative mandates and tax law changes.

And the process of reacting to this many inputs was actually
using up all of the available capacity without, actually, in my view
at least, addressing many of the underlying problems. So what we
have done now is to establish a set of programs to try to manage
these activities and priorities in an orderly way, in an orderly se-
quence so that we attempt to get the most benefit out of the organi-
zational capacity we have, though also building increased capacity
to make the improvements come even faster into the future.

Now, Chairman McIntosh, I would like to report just a bit on the
one part of our program that is attempting to deal with, specifi-
cally, the paperwork burden aspect of our mission. And I would
just like to note that the situation, the reality that we face, is that
the growth of the economy—the growth in the complexity of the
economy and the growth of the Tax Code, all combined to not only
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impose the paperwork burden that you noted in your opening state-
ment but also to inherently increase it each year.

In the filing season that ends today, for example, we expect to
receive about 3 percent more total returns. That’s because of the
growth of the economy. In addition, because of the two recent tax
bills that were passed, we’re actually revising 153 forms to reflect
Tax Code changes and unfortunately adding two more forms. And
it’s estimated that under current estimating methodology that
those changes alone would add 92 million hours of burden.

So when you combine all of those economic growth changes and
tax law changes, we actually increase just by that alone, 42 per-
cent to the burden of 5.8 billion hours that was already estimated
by OMB. So that’s just handling the reality of economic growth and
Tax Code changes.

My view of what our mission is, and what my mission is in the
agency, is to deal with that reality; we have to note that it’s there.
But our goal is to try to make it as easy as possible for the tax-
payers to comply with those obligations and to essentially rethink
our way of doing business, as much as is in our control in order
to make it as easy as possible for taxpayers to file and pay.

Now, as I noted, we do have limited organizational capacity. So
we have to set priorities. In order to reconcile these various de-
mands, we've tried to give priority to making those changes that
we think will benefit taxpayers as quickly as possible. And, of
course, we are also making those changes that are mandated by
law, while also working on some longer-term changes that we think
will really improve service and reduce burden even more in the fu-
ture.

For the near term, we have basically three strategies that we’re
pursuing, all in the near term, to deal with this issue. The first is
to increase the ability of taxpayers to both file and pay electroni-
cally, which we think eliminates errors in paperwork. And this fil-
ing season we were successful in increasing electronic filing by
about 17 percent of the taxpayers, getting close to 30 million. This
includes the 5 million telefile returns which the taxpayer just han-
dles the transactions by dialing the phone. They don’t have to file
a return at all with telefile.

For small businesses, we also have a similar system for quarterly
employment tax returns where they can file by telephone without
having to actually file a form at all.

And we are taking a number of steps to try to increase this
method of filing. So electronic tax administration is one strategy.
A second one is to eliminate the need for some taxpayers to file at
all, where we can. For example, over the last year we raised the
threshold for small businesses that are required to make monthly
tax deposits; and by doing this we’ve eliminated 500,000 small
businesses from having to make these monthly deposits at all,
which eliminates 6 million pieces of paper.

We also have noted that there are some taxpayers who file who
don’t need to, and we’ve sent letters to 2 million individual tax-
payers simply informing them that based on the data that we have
they didn’t need to file returns, we encourage them not to file. So
I mean that’s the ultimate paperwork reduction—just get people
not to file at all.
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A third thing we’re doing is that we are working with private
contractors to help us redesign certain of the forms and instruc-
tions that go with them to make them easier to file and less error
prone. We know that there are some good ideas and expertise out
there in the private sector. And I can give you some examples that
I have with me of working on this.

We're going to continue to aggressively pursue all three of these
strategies over the next year, within the limits of our capacity.

Another major step that we are taking is to redesign the way we
measure burden. Frankly, the measurements that we have today
that address the question of burden are based on a 15-year-old
methodology that is very seriously flawed. I came into office—I
looked at this, and I said, “this really does not help us very much
to determine what we should be doing.”

It doesn’t take into account, for example, anything about the cur-
rently very extensive and growing use of tax preparation software.
I think we've learned from our private contractors that this meth-
odology actually sometimes points us in the wrong direction by tell-
ing us that a certain way of designing a form makes it more bur-
densome when, in reality, it makes it less burdensome. And finally,
it doesn’t take into account what is some of the, I think, most im-
portant kinds of transactions that the taxpayers have—which is
what happens if there’s an error in a form. Then it requires inter-
action with the IRS after the form is filed, referred to as postfiling.

So we're working with another private contractor to redesign this
whole method of measuring burden. We hope this will give us bet-
ter tools enabling us to improve in the future. And, finally, what
I think is really the most important step dealing with increasing
our long-term capacity to improve, is our plan to redesign our
whole organization structure. That will have a number of objec-
tives, but one of the most important objectives is that it will enable
us to put in place a set of management teams that will each have
the responsibility for dealing with a particular group of taxpayers.

For example, you mentioned small business taxpayers, which is
a sector with which I have some familiarity. We know there are
some of the greatest burdens in this sector. Small business needs
are very, very different when compared to a typical wage earner
who simply files a return once a year and gets a refund in most
cases.

In keeping with the Restructuring Reform Act, we’re putting in
place a whole new structure. Part of this is that we will have a
team—this will take a few years—of people whose job it will be to
understand very clearly the needs, for example, of a small business
taxpayer, as differentiated from a wage earner. The team will have
the responsibility for figuring out what we can do to improve the
way we provide service to those taxpayers and reduce, not only
their paperwork burden, but other burdens in dealing with us.

So those are some of the approaches that we’re attempting to
take. Recognizing we have many demands on us, we’re trying to
balance our priorities and address what we think will do the most
good the quickest.

Let me stop there. Both Chairman Horn and Chairman
McIntosh, I would be happy to take your questions.

[The prepared statement of Mr. Rossotti follows:]



16

Statement of

Charles 0. Rossotti

Commissioner
Internal Revenue Service
Paperwork, Before the
and Overall House Committee on

Government Reform

Management Joint Hearing
Practices
at the
Internal Subcommittee on
Revenue Government Management,
Service

Information and Technology
Subcommittee on National Economic
Growth, Natural Resources and

Regulatory Affairs

Department of the Treasury
Intemal Revenue Service

April 15, 1999

www._irs.ustreas.gov



17

TESTIMONY OF COMMISSIONER OF INTERNAL REVENUE
CHARLES 0. ROSSOTTI
BEFORE THE HOUSE GOVERNMENT REFORM SUBCOMMITTEES ON
GOVERNMENT MANAGEMENT, INFORMATION AND TECHNOLOGY &
NATIONAL ECONOMIC GROWTH, NATURAL RESQURCES AND REGULATORY
AFFAIRS
APRIL 15, 1999
INTRODUCTION

Chairman Horn and Chairman Mclntosh, I welcome this opportunity to testify before the
subcommittees on the enormous amount of change that is occurring throughout the Intemal
Revenue Service, and just as importantly, how we are managing that change both in the short-
and the long-term.

In July of last yeaz, Congress passed by nearly a unanimous vote the IRS Restructuring
and Reform Act of 1998 (RRA 98). This bill included many provisions to enhance taxpayer
rights and to deal with specific aspects of the IRS. As important as these specific provisions are,
the bill collectively said something even more important. It told the IRS that we must
fundamentally change direction. We must not only collect taxes, we must think about our job as
serving the people who are paying the taxes, America’s taxpayers.

The IRS is fundamentally changing, Mr. Chairman, in the direction Congress mandated.
‘We are not only implementing the letter of the law that Congress prescribed in RRA 98, we are
rethinking and redesigning our whole way of doing business.

The amount of change required for the modernization of the IRS, coupled with current
complex operations, such as the filing season, means that there is significant risk that
unanticipated problems will arise, plans or milestones may have to be changed, and operational
errors will occur. When these events occur, time and money will be needed to address them.

Mr. Chairman, as we have discussed, given the current situation at the IRS, there is no
low-risk plan. Any attempt to retain the status quo or make modest incremental changes would
fail. It would merely increase the gap between the IRS’ ability to deliver required services and
what the public and Congress expect, while imposing increasing direct and indirect costs for
administering the tax system. In addition, the information technology on which the IRS
critically depends is fragile and deficient and cannot be fixed short of a near total replacement.
Yet, success in modernization of technology can only be achieved with the appropriate
management and organization structure and a program to modernize business practices.

Although there are inherent risks in the modernization process, knowing that they exist
means that they can be managed and mitigated so that no setback is fatal and we can be
reasonably confident of uitimate success. In this regard, two items are critical: (1) setting overall
priorities in light of the limited organizational capacity; and (2) establishing effective
management over each major change process.

-
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Organizational capacity and priorities

The IRS, like any organization, has limited capacity to manage and absorb change. These
limitations arise from a number of things, such as: (1) the capacity of the top managers to
understand, plan and make correct decisions about the many complex issues that arise; (2) the
capacity of managers and employees throughout the organization to learn many new ways of
doing business, new practices and technology; (3) limitations on the number of subject-matter
experts in highly specialized areas, ranging from tax law to technology; time required to consult
outside and inside stakeholders; and (4) time required to resolve disagreements. ’

Because the IRS is a public agency that provides an essential service, capacity to make
change rapidly is further limited by the need to ensure that essential services, such as the filing
season, are never jeopardized and the financial integrity of the revenue stream is maintained. The
inherent limitations of organizational capacity and the need to manage risk make it essential to
set overall priorities in light of the overall goals.

Even before the redefined mission and modernization program were undertaken last year,
the IRS organizationa! capacity was stressed to the maximum in an attempt to respond to
thousands of individual recommendations from studies and proposals, as well as legislative
mandates and tax law changes. This reactive process used up all available capacity without
addressing the underlying fundamental problems.

In order to deal with this issue, we established a set of programs to manage activities and
priorities in an orderly way in each major area of change with an overall sequence that attempts
to maximize the use of available organizational capacity, while gradually expanding it. This
sequence aims at delivering on essential near-term operational requirements and improvements
in service delivery while carefully planning and implementing longer-term changes. At a very
high level, the strategy for each major change program is as follows:

Century date change and essential filing season-sensitive changes are top priorities and
are managed as one program.

Near-term taxpayer treatment and service improvements are rigorously prioritized based
on those that are either mandated or deliver maximum benefit to the taxpayer in 12-18 months,
and are subject to the limitations of the existing operations and information services
organization capacity.

Organizational modernization is carefully designed, and a transition plan is being
developed that phases in pieces of the new organization as rapidly as possible in light of the
limitations in information systems and management.

As the new organization is implemented, organizational capacity to manage business
process and technology change will increase. There will be four management teams, each with
full responsibility for a major part of the operation, as well as a new information systems
organization.

2
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The new balanced measures are first introduced at the operational level, since operational
measures depend less on the new organizational structure. As the new organizational structure
is implemented, new balanced strategic measures will be developed.

Technology modernization is phased in slowly during 1999. It will initially support near-
term business process changes in customer service, and then ramp up as the new organization
structures and management teams get in place. These teams are the responsible business
owners who will revamp business processes and technology.

In 1999, the major milestones expected from our overall modernization program are:

4 Complete and test changes to accommodate the century date change.

> Implement taxpayer rights provisions of IRS Restructuring and Reform Act of 1998.

> Complete 1999 filing season implementing high-priority service improvements, and plan
for the year 2000 filing season improvements.

> Complete near-term objectives for improving internal financial management.

> Introduce new balanced measures for most operational field functions.

> Complete the blueprint for the new organization.

> Recruit and set up management teams for first two operating divisions and shared
services unit.

4 Begin operational implementation of new organization..

> Recruit heads of remaining operating divisions.

> Complete revised strategic plan for technology modernization and begin implementation

of initial releases.

Risks and schedules

An essential aspect of managing risk in this change program is properly managing and
communicating the schedules and dates for accomplishing particular change events. This huge
change process carries with it risk, and the decision as to when and how to proceed must be
carefully evaluated and reevaluated in light of all information available at each point in time.
Proper risk management depends on constantly using this information to set and reset schedules.
Failure to manage risks and schedules in this flexible way enormously increases the likelihood of
failures and frequently ends up delaying, rather than accelerating, actual progress.

-3-
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The role of high-level planning and the presentation of overall milestones, such as those
presented in this testimony, are to allow for the setting of priorities and the initiation of more
detailed planning and implementation projects. Given the nature of this change process, it is
extremely important for management to keep all key stakeholders informed on a regular basis
and to explain the intent of presenting various milestones and schedules. It is important for
stakeholders to understand the nature of this process, and to evaluate the program based on
overall progress towards the strategic goals, rather than placing undue significance on the date on
which particular events occur.

Management process

Since the IRS is undergoing extensive change in each of the dimensions described above
while current operations continue uninterrupted, an appropriate management process must be
established. Each of the dimensions of change affects various parts of the existing operations
and requires both high-level leadership and decision making to address major issues and
intensive daily management of massive levels of detail and analysis. Finally, each dimension of
change requires special expertise and knowledge of best practices used in other private and
public sector organizations around the country.

To manage these changes, the IRS established a tailored management process for each
area of change. In each change area, an executive steering committee acts as the top-level
governing body. The executive steering committee consists of the Commissioner and the senior
executives responsible for all the major areas affected by the change.

The purpose of these executive steering committees is to provide consistent direction and
prompt decision making on all major issues that affect progress in the change areas. For 1999,
we have six Executive Steering Committees: (1) Y2K/Filing Season; (2) Taxpayer Treatment and
Service Improvement; (3) Organization Modemization; (4) Measures; (5) Business
Process/Technology Modernization; and (6) Internal Management Prozesses.

Under the general direction of the executive steering committee, there is a program office
headed by a senior executive that manages the on-going program and also provides staff support
to the committee. The program office maintains plans, performs analyses and provides detailed
management and guidance to whatever organizational components within the IRS are necessary
for implementation of changes.

I would like to now discuss some of the major changes we are managing: (1) the Y2K

Century Date Conversion; (2) the 1999 filing Season; (3) Modernization; and (4) the FY 2000
Budget.

4



21

Y2K CONVERSION

The IRS made significant progress in preparing for the Year 2000. As of last month,
approximately 93 percent of our mission critical systems were made Y2K compliant and
successfully placed back into production for the 1999 filing season. In fact, as of April 2, 1999,
we have processed over 60 million of the 70 million returns received. This is three percent more
than last year. In addition, any problems that we encountered had a minimal impact on a small
number of taxpayers and were generally fixed within 24 hours of being identified. We believe
that the success of this year’s filing season is a reflection of the quality of the work being
performed to prepare the IRS for the Year 2000.

From April on, most of our efforts will be applied to wrapping up remediation activities
on some smaller systems, infrastructure components and most importantly, completing the full-
scale End-to-End Testing. While this picture is generally positive, I want to emphasize that there
is still risk and a great deal of work to be done.

Ensuring Our Success

There are a number of factors and efforts that I believe will contribute significantly to a
successful Y2K effort: management commitment, independent assessment and managing
priorities.

Y2K is an IRS top priority, as well as one of my own this year. In support of our Y2K
repair project, I chair a monthly Executive Steering Committee and I meet regularly with the
IRS’ Chief Information Officer and other key executives to obtain individual project status
updates, monitor key risks, and to ensure that all necessary actions are being taken.

We continue to receive independent assessments of our work from Booz-Allen &
Hamilton, Inc. and Northrop Grumman, Inc. BoozeAlien is performing risk identification and
assessment on all Century Date Change (CDC) Program activities, while Grumman is
performing a 100 percent review of our code renovation. They have reviewed over 75 percent of
our code and have found only one in every 30,000 lines of code that requires reprogramming.

We also prioritized our schedule so that systems involved in the filing season were either
converted, tested, and implemented in January or held off until after the filing season. If we do
not continue to manage risks and schedules in this flexible fashion, we may increase the
likelihood of failure and end up delaying, rather than accelerating, actual progress.

Current Priorities

As we move into the spring of 1999, we will focus our Y2K conversion efforts in a few
key areas.

-5-
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Improved Tracking Mechanism

Based on a GAO recommendation, we recenily developed a matrix that relates all of our
applications to their respective infrastructure systems. In the past, we tracked infrastructure
separately. The new matrix approach allows both IRS and outside organizations to better track
our progress toward becoming Y2K compliant.

End-to-End Testing

Like many other organizations, we are conducting integrated tests to ensure that our Y2K.
remediated systems will actually function fogether once we reach January 2000. We have been
conducting End-to-End Testing since last July and have been successful to date. As we move
towards the summer of 1999, we will begin incorporating more and more of our mission critical
systems into the End-to-End tests, These activities leading up to the Fall of 1999 will prepare us
for the final phase of End-to-End Testing which begins in October. During this last phase, all of
the tax law changes for Filing Season 2000 will bave been incorporated into our software
applications, This will allow us to run the test in an environment that is as close as possible to
what we will actually face in the Year 2000.

End Game Planning

We are also devising an “end game” strategy that will guide our activities during the
critical “rollover” weekend of December 31, 1999 through January 2, 2000. End game plans will
be developed for all of our organizations that are critical to tax processing activities.

Taxpayer Impact

We want to be sure that taxpayers who attempt to file in good faith or pay on a timely
basis are not harmed because of a Y2K computer problem beyond their control. At the present
time, the IRS has discretion to abate penalties for reasonable cause, but has only limited
discretion to abate interest. We are now working with the Treasury Department to develop
abatement policies and recommendations to address this issue. We will certainly keep you
aware of our progress and advise you of any legislative changes that may be needed.

Contingency Planning

The IRS is also developing contingency plans that outline the necessary procedures to
follow in the event that any of the IRS” mission critical tax processing systems suffer a major
failure. These plans concentrate on those areas that have the greatest impact on tax processing
activities in addition to the areas we know to be particularly affected by the Y2K problem. We
do not think we will encounter such a failure, but it is better to have plans ready in case they are
needed.

-6
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1999 FILING SEASON

The IRS is having a very successful filing season, especiaily given the enormous
challenges and risks we faced when nearly all of our mission critical systems were made Y2K
compliant and placed back into production for the 1999 filing season. The massive amount of
change made to our systems in the last year, coupled with the extremely heavy volume of
processing that occurs during the filing season, posed major risks as we began the season.

However, I am pleased to report that by managing this massive risk and change in an
orderly and integrated fashion, the 1999 tax filing season has been relatively error free to date.
Projected net collections for FY 1999 are $1.7 trillion. During FY 1999, we also project to
receive, 228 million returns, including over 126 million individual returns, and expect to issue
over 93 million individual refunds. As of April 2, 1999, refunds are up almost four percent over
last year, and the average refund is $1,575 . On-line filing is running 156 percent ahead of last
year’s pace and has already exceeded last year’s total volume of 942,000. And of course, the
successful completion of the filing season is a major milestone on the road to solving the Y2K
problem.

In addition to the Y2K conversion and filing season challenges, we are also managing
pervasive change in many dimensions of the IRS in response to the direction given to us by the
public and Congress in the IRS Restructuring and Reform Act of 1998 (RRA 98). These include:

. implementing 157 near-term initiatives to improve service and treatment of taxpayers, of
which 82 are mandated by the IRS Restructuring and Reform Act of 1998 (RRA 98);

o implementing 1,260 tax code changes from the Taxpayer Relief Act of 1997 and RRA 98,
many of which require significant and complex interpretations to guide taxpayers and

employees;

. completing the planning for a fundamental reorganization of the IRS to increase
accountability for meeting taxpayer needs;

o taking the first steps in a long-term effort to redesign and replace our business systems
and supporting information technology;

° implementing a completely redesigned and balanced system for measuring performance
throughout the organization; and

D providing essential training related to all these many changes for nearly every one of our
over 100,000 full time and seasonal employees.

In summary, much has been done and some critical risks have been managed, but far
more changes and many more risks lie ahead. Let me address the major areas of current activity.
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ELECTRONIC TAX ADMINISTRATION

Today, 1 want to highlight our progress in several critical areas this filing season
including: electronic tax return filing; electronic payments, and direct deposit.

Individual Taxpayers

The 1999 filing season is turning out to be another growth year for Electronic Tax
Administration as more taxpayers than ever before are enjoying the benefits of filing taxes
electronically. Through April 2, 1999, nearly 25 million individual taxpayers filed using one of
three convenient e-file options; a 16 percent increase over the same period last year.

. Nearly 18.4 million taxpayers e-filed their tax returns electronically through an IRS-
authorized Electronic Return Originator (ERQO); a 17.7 percent increase over the same
period last year.

. Approximately 1.8 million taxpayers filed their tax returns on-line via their home
computer through a third party transmitter. On-line filing is running 156 percent ahead of
last year’s pace and has already exceeded last year’s {otal volume of 942 thousand.

. Almost 4.8 million taxpayers filed their returns over the telephone using the award
winning TeleFile system. For the first time, taxpayers in Indiana and Kentucky can file
both their federal and state returns in a single telephone call during the pilot of the first
Federal/State TeleFile option.

. Overall, 7.4 million taxpayers have chosen to file both their federal and state tax returns
simultaneously in a single electronic transmission. This year, 35 states and the District of
Columbia are participating in the program.

In addition, this filing season the IRS is conducting two pilots which provide a paperless filing
experience for thousands of taxpayers. These pilots involve the use of Personal Identification
Numbers (PIN) as the taxpayer’s signature, thus eliminating the need to file the paper signature
Jurat.

. Nearly 452,000 taxpayers have participated in the Op-Line Signature Pilot where the IRS
distributed e-file Custorer Numbers to taxpayers who prepare their own returns using tax
preparation software to file from their home computers.

. Another 322,000 taxpayers have participated in the Practitioner Signature Pilot where
taxpayers choose a PIN when filing through 8,100 participating practitioners.

Also new this year, taxpayers filing balance due returns have several options for not only filing
electronically, but paying electronically as well.
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» Over 33,000 taxpayers filing balance due returns paid using an Automated Clearing
House (ACH) debit as part of their electronic return. Taxpayers can file early and have
the debit occur as late as April 15th.

» Another 5,600 taxpayers used credit cards to pay the taxes due as part of two credit card
pilots that the IRS is conducting this year. Under the first pilot, US Audiotex (San
Ramon, CA) is processing credit card payments over the telephone. After e-filing by
computer — either from home or through a tax preparer — or by TeleFile, a taxpayer can
charge the balance due with a toll-free phone call, US Audiotex is accepting MasterCard,
Discover or the American Express card. In the second pilot, individuals using Intuit’s
(Mountain View, CA) TurboTax or MacInTax software to e-file from their computers are
able to use a credit card to pay the balance owed to the IRS. Taxpayers can charge their
balance due to a Discover Card brand.

Business Taxpayers

Business taxpayers are also benefitting from the wide range of electronic filing and
payment options that are available to them.

. On February 16, 1999, the IRS announced that taxpayers have made more than $2 trillion
in tax deposits electronically since the government established the Electronic Federal Tax
Deposit System (EFTPS) in November 1996. Over two million businesses are now
enrolled in the Hammer Award-winning EFTPS system which allows taxpayers to make
their federal tax deposits over the telephone or by using a personal computer, eliminating
the need for paper deposit coupons, checks, or trips to the bank. During FY 1998,
taxpayers made $1.2 trillion in tax deposits through EFTPS which accounts for over 80
percent of all federal tax deposits.

. During Fiscal Year 1998, 750,000 quarterly employment tax returns were filed over the
telephone by small businesses, in addition to the nearly 582,000 Forms 941 that were
filed electronically by payroll service providers. In FY 1999, the IRS expects over 2.3
million Forms 941 to be either filed electronically or over the telephone.

» Under the Simplified Tax and Wage Reporting System (STAWRS), the IRS is working
with other federal agencies and states to reduce employer burden by conducting single
point filing projects in the states of lowa and Montana, establishing 2 Harmonized Wage
Code database, and improving customer service.
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PROVIDING INFORMATION AND SERVICE TO TAXPAYERS

From web-based technology to 24 hour-a-day/7-days-a-week phone service to sitting
down one-on-one with a taxpayer with a problem, the Internal Revenue Service is working to
provide the easiest and most efficient ways for taxpayers to get the information and assistance
they need not only during filing season, but throughout the year.

Web Site

An increasing number of taxpayers are discovering that the IRS home page on the World
Wide Web (www.irs.ustreas.gov) is an excellent and convenient source for tax forms and tax
information. And they can get them around-the-clock, 365-days-a-year and from anywhere in
the world. Since coming on line in January 1998, taxpayers have downloaded over 69 million
forms, publications and products. For the first two months of the filing season there have been
over 24 million downloads as compared to 9.4 million for the same period in 1998 — an
increase of almost 150 percent.

‘Web Site Alerts

This filing season, the IRS also created a new page found on its web site to alert
taxpayers and practitioners about problems that could affect them. Similar to a product recall
notice, the “Special Taxpayer Alert,” describes the problem, its scope — such as the number of
people likely to be affected, where they are located — and most importantly, what the IRS is
doing to fix the problem, and what, if anything the taxpayer needs to do about it. In most cases,
taxpayers do not have to take any action. However, if they want more information, taxpayers
can call our toll- free, 24 hour-a-day/7-day- a week phone number 1-800-829-1040.

Thankfully, there were few problems to report on the “Special Taxpayer Alerts Page.”

Web Site Small Business Corner

The Small Business Corner located on the IRS web site was inaugurated in January 1999
to benefit the over 23 million small business taxpayers and the 800,000 start-up businesses begun
each year. It is intended to provide these taxpayers with easy-to-access and understand
information. This type of convenient “one-stop shopping™ for assistance could provide most, if
not all of the immediate products and services that a small business needs. If also offers the
potential for Web-based Q&As which can help the IRS identify and address trends and systemic
problems. Improved electronic access to information should also result in decreased demand for
telephone and walk-in assistance.
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CD-ROM

The Federal Tax Forms CD-ROM contains more than 600 tax fonms and instructions, and
some 3,000 pages of topic-oriented tax information. Users can electronically search,
view-on-screen, or print-out any of the items contained on the CD. In conjunction with the Smail
Business Administration, the IRS also recently produced the joint small business CD-ROM,
“Small Business Resource Guide: What You Need to Know About Taxes and Other Topics.” Itis
an interactive multi-agency product utilizing the latest technology to provide the small business
taxpayer with easy-to-access and understand information. A total of 17,000 copies will be
available for distribution; half of which will go to SBA Small Business Information Centers.

TELEPHONE ASSISTANCE
24/7 Phone Service and Access

One of the hallmarks of the IRS’ new commitment to providing top quality service to
taxpayers is 24 hours-a-day/7 days-a-week toll-fee telephone service (1-800-829-1040) which we
began on a trial basis at the end of the 1998 filing season. So-called “24/7" phone service
became a permanent IRS service feature on January 4, 1999. As of March 27, 1999, more than 28
million taxpayers have been served, compared to almost 30 million over the same filing period
last year.

As the subcommittee is aware, the expansion of hours of service to 24 hours/7 days a
week, combined with increased training demands to implement the new tax law and preceding
requirements, did cause the effective level of service to decline, especially during the beginning
of the filing season. For the season as a whole so far, our level of access is 68 percent in 1999
compared to our target range of 80-90 percent. In the last four weeks, however, the level of
access averaged 88 percent.

One of the very important steps we are taking to improve telephone service is to change
the way we measure service and quality to better reflect the real world way that taxpayers receive
it. These are more stringent, but also more useful ways, of measuring.

Concerning access, we have begun to measure the percentage of calls in which the
taxpayer receives actual service, in relation to the percentage of time the taxpayer simply gains
access to our system. In terms of call quality, we are now rating the quality of a sample of actual
taxpayer calls and rating those who receive complete and accurate service, as well as technical
tax law or account accuracy.

In order to deliver iruly high quality communication to taxpayers, we need to improve the

management, organization, technology and training that support these operations. Thisisa
major objective of our overall modernization program.
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Forms By Fax

Taxpayers can receive about 100 different tax forms 7 days-a-week, 24-hours-a-day from
IRS TaxFax. Inaddition to forms and instructions, taxpayers can receive faxed copies of
TeleTax topics and small business newsletters. Taxpayers use the voice unit of their fax machine
to dial the service at 703-487-4160. The only cost to the taxpayer is the cost of the call.

Recorded Tax Information

TeleTax has 148 topics available 24 hours a day using a Touch-tone phone. Taxpayers
can call (toll-free) 1-800-829-4477 to hear recorded information on tax subjects such as earned
income credit, child care/elderly credit, dependents or other topics such as electronic filing,
which form to use, or what to do if you cannot pay your taxes. Nearly nine million taxpayvers
used TeleTax last year for recorded tax information. As of March 27, 1999, over six million
taxpayers have taken advantage of this option.

Auntomated Refund Information

Last year more than 52 million taxpayers used the Automated Refund Information system
on TeleTax to check on the issuance of their refund checks. As of March 27, 1999, the number
stands at nearly 22.5 million. Taxpayers may call 1-800-829-4477 to check on their refund status
Monday through Friday from 7 a.m. to 11 p.m. if using a Touch-Tone phone, or 7:30 a.m.— 5:30
p.m. for rotary or pulse service.

WALK-IN ASSISTANCE
Saturday Service

Delivering on its promise to supply even more reliable and helpful taxpayer assistance,
the IRS provided Saturday walk-in service during the 1999 filing season on 13 Saturdays at
nearly 262 locations nationwide, compared to six Saturdays in 178 locations in FY 1998. As of
March 27, 1999, we served over 122,000 taxpayers on weekends. So far this filing season, we
have served over 4.3 million taxpayers at all of our walk-in sites — a five percent increase over
last year.

The first six Saturday sessions focused on assisting low-income taxpayers who may be
eligible for the earned income tax credit (EITC). We assisted over 15,000 EITC taxpayers
through March 20, 1999 compared with about 4,000 during the last filing season
Problem Solving Days

Problem Solving Days continue to be a great success story on the problem resolution
front. Begun in November 1997, over 32,000 taxpayers have taken advantage of this innovative
program. Monthly Problem Solving Days are held at all IRS District Offices and taxpayers can
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make an appointment to meet with IRS personnel to resolve special tax problems they have. In
addition, many taxpayers who called to set up an appointment for a Problem Solving Day had
their problems resolved over the phone, and never had to come in person.

Mr. Chairman, as I testified earlier this year on the Taxpayer Advocate’s Annual Report
to Congress, the taxpayer advocates have built a lot of equity into Problem Solving Day and 1
want to see it continue, but more importanily, 1 want to build these practices into our everyday
treatment of taxpayers. From their many meetings with taxpayers, including Probiem Solving
Days, they see trends and patterns emerging. If they help us diagnose these overarching taxpayer
problems, the National Taxpayer Advocate and I will do our best to get the right prescription to
cure them.

Volunteer Programs

During FY 1998, over 3.5 million taxpayers were assisted by more than 39,000 IRS
Volunteer Income Tax Assistance volunteers and more than 32,000 Tax Counseling for the
Elderly volunteers at a combined 16,500 sites.  Last year, 2,400 VITA and TCE sites also
provided e-file to over 400,000 taxpayers.

We also opened up VITA and TCE offices that were in locations close to our walk-in
offices observing EITC awareness day. Our volunteer programs are set up in shopping centers,
libraries, churches and community centers. This provided an additional avenue of support to
taxpayers visiting an IRS office for EITC assistance.

In addition to this type of volunteer assistance, our outreach program targeted EITC
education and assistance. We identified EITC coordinators in our offices who are responsible for
the full complement of our EITC outreach activities. Since the end of February, this program has
reached nearly 100,000 EITC taxpayers through social workers, community organizations,
homeless shelters and similar organizations.

Forms Simplification Research

* For the 1999 filing season, we developed 11 new forms and 177 forms and instructions
and 39 publications were revised. During 1999, Tax Forms and Publications Division personnel
are working with an outside contractor to redesign the eamed income credit and child tax credit
forms and instructions. As part of the project, focus groups were conducted using the current
IRS products. After redesign, focus groups will be conducted to test taxpayers' reactions.

A forms simplification research plan is also in development to provide strategies for moving
taxpayers to the simpler tax forms and for targeting where revisions are needed.

13-
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MORE TAXPAYER RIGHTS

The 1999 filing season brings a major expansion in taxpayer rights due to the landmark
IRS Restructuring and Reform Act of 1998. From new rules ranging from protecting innocent
spouses to burden of proof to greater power for the National Taxpayer Advocate, taxpayers are
finding an array of new options available to assist them.

Delivering on the new law and the hundreds of specific changes to both the tax code and
our organization is an enormous task. As I previously noted, we are in the process of: (1)
implementing 157 near-term initiatives to improve service and treatment of taxpayers, of which
82 are mandated by the Restructuring Act; (2) implementing 1,260 tax code changes from the
Taxpayer Relief Act of 1997 and the Restructuring Act, many of which require significant and
complex interpretations to guide taxpayers and employees: and (3) providing essential training
related to these many changes to nearly every one of our over 100,000 employees.

The IRS is fully committed to implementing these laws and changes on behalf of
America’s taxpayers. However, as in any cases where there is such a multitude of change,
problems and mistakes may occur and timetables may need to be adjusted.

Strengthening the Taxpayer Advocate

The power of the National Taxpayer Advocate was significantly expanded by the
Restructuring Act which both enhanced the role and independence of the National Taxpayer
Advocate. The expansion includes creating a national system of taxpayer advocates serving in
tocal IRS offices. These local taxpayer advocates also work independently, reporting to the
National Taxpayer Advocate rather than to the IRS’ examination, collection and appeals
functions. The Act also increased the presence of lacal taxpayer advocates so that one will be
available to taxpayers in each state.

. One of their tools is the Taxpayer Assistance Order, which can be requested by a taxpayer
suffering or about to suffer a “significant hardship” involving tax law administration. The orders
can be issued if the National Taxpayer Advocate determines a significant hardship exists that
justifies granting the emergency assistance order.

Easier Access to The Problem Resolution Program

This filing season, the National Taxpayer Advocate also spotlighted the Problem
Resolution Program with a new toll-free number for people with long-standing tax troubles.
The hotline for help — 1-877-777-4778 — is available for taxpayers who have not been able to
promptly resolve problems through normal IRS channels. The call puts taxpayers in touch with
the trouble-shooters at the Problem Resolution Program. A personal taxpayer advocate will be
assigned to each taxpayer to help clear up problems and ensure each case is given a complete,
impartial review. For routine questions, taxpayers are asked to first cail 1-800-829-1040 before
calling the Taxpayer Advocate’s Problem Resolution Program number.
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Citizen Advocacy Panel

On March 16, 1999, National Taxpayer Advocate Val Oveson introduced the Brooklyn
District's Citizen Advocacy Panel (CAP), bringing the total number of panels to four. There is
now a CAP in each of the four geographic regions of the United States. The other three are
located in the South Florida District (Ft. Lauderdale); Midwest District (Milwaukee); and the
Pacific Northwest District (Seattle).

CAP members are non-tax experts from the local community who will help identify
problems and make recommendations to improve IRS systems and operations. They will help
the IRS identify taxpayer issues and concerns; give taxpayers a voice; and provide an additional
avenue for taxpayer access to problem resolution procedures

TAXPAYER BURDEN AND PAPERWORK REDUCTION

Chairmen Horn and McIntosh, I would like to turn to another topic, paperwork burden
and reduction for America’s taxpayers.

Requirements of the Paperwork Reduction Act

First, let me provide some background. The Paperwork Reduction Act (the Act) requires
each Federal agency to seek and obtain Office of Management and Budget (OMB) approval
before undertaking a collection of information directed to ten or more persons. This includes, for
example, tax forms, regulations, surveys, and questionnaires.

OMB approval can last a maximum of three years and must be renewed before it expires.
The Tax Forms and Publications Division serves as the IRS’ central clearance office for
reviewing OMB submissions and obtaining OMB approval.

Specifically, and most importantly in the context of today’s hearing, the Act sets forth an
annual government-wide goal for the reduction of burden by at least 10 percent during each of
Fiscal Years 1996 and 1997, and five percent during each of Fiscal Years 1998, 1999, 2000, and
2001.

OMB must also prepare an annual Information Collection Budget (ICB), which describes
the government’s efforts to monitor and reduce the paperwork burden it imposes on the general
public. IRS burden reduction initiatives are included in the ICB which I will discuss in greater
detail.

In addition, OMB must coordinate government-wide policy in the areas of dissemination

of information, the utility of the Federal statistical system, and the acquisition, use, and
management of information technology.
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IRS Paperwork Burden

The current burden imposed by IRS collections of information is 5.8 billion hours. The
IRS burden is approximately 80 percent of the total government-wide burden. This is due in part
to the fact that IRS touches virtually every single U.S. citizen, even those living in foreign
countries.

However, it is also important to place these numbers in context. Our self-agsessed tax
system relies on taxpayers to correctly calculate their tax Hability and report that lisbility to the
IRS. IRS collections of information are mostly statutory and are necessary to administer the
Internal Revenue Code.

The question that is often asked is, “Why are the numbers going up?” As recently
reported by the Geperal Accounting Office, most of the increases in our burden-hour estimates
were due to factors outside of our control, such as changes in economic activity and new
legislative requirements.

For example, provisions of the Taxpayer Relief Act of 1997 caused the IRS burden to
increase by over 64 million hours in FY 1998. This was largely due to changes in the calculation
and reporting of capital gains taxes. It also increased by over 92 million houss in FY 1999
mostly due to new individual tax credits and increased eamned income credit reporting.

In terms of tax law changes, we implemented 1,260 changes for this filing season. This
resulted in 11 new forms being developed and 177 forms and instruction and 39 publications
being revised. In some cases, the legislation driving the needed changes was not final until
October of last vear, leaving little time for stakeholder input into the process, which in our
experience can significantly reduce burden.

In addition to the statutory increases, there have also been IRS driven increases, such as
more n attachments to the Form 1040, Mr. Chairman, very rough numbers taken from current
information indicates that IRS programs reduced burden in selected areas by 44 million hours in
FY 98, but at the same time generated over 50 million hours in increased burden in other areas.

Burden Estimating Methodology

To address the requirements of the 1980 Paperwork Reduction Act fo estimate the
paperwork burden of the tax system, the IRS contracted with Arthur D. Little Company. The
Arxthur D, Little study, performed in 1983-84, was released in 1988. The study was designed
specifically to address the 1980 Paperwork Reduction Act requirernents. IRS was one of the
few agencies to develop a burden estimation methodology. Since then, however, problems have
been identified with the study.
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Most obviously, the study was done in 1983-84, and is now 15 years out of date.
Furthermore, it does not take into consideration the many significant changes in the law since 1t
was conducted.

In addition, the Little study ignores the post-filing burden imposed on taxpayers, such as
the burden incurred when the returns are found deficient in some respect either in the processing
or by examination. Moreover, it does not look at other preparation methods, such as paid tax
preparers and software usage and additional filing technology such as electronic filing and
TeleFile.

Finally, it estimates burden by counting the number of lines on forms and then converting
these data to hours of time expended. Even if a line actually reduces the burden on taxpayers, it
is technically counted as an increase.

The methodology we are now developing to measure taxpayer burden is designed to
capture more data consistent with a broader definition of taxpayer burden. The new Burden
Estimating Methodology will resolve the problems with the Arthur D. Little study and will allow
for accommodation of changes in taxpayer behavior, changes in how the Intermal Revenue
Service administers the Tax Code, changes in the Tax Code and the introduction of additional or
reduced complexity.

The first phase of the new study addresses individual taxpayers. It can be updated
regularly, and will include pre-filing, filing, and post-filing burden; will allow for a variety of
preparation methods, such as paid preparers and software; will allow for a variety of filing
methods, such as electronic (e.g. e-file), TeleFile, and paper; and will take info account out-of-
pocket costs.

Examples of IRS Burden Reduction Initiatives

The annual Information Collection Budget that IRS submits to the Department of the
Treasury summarizes the IRS® burden reduction initiatives. The following are examples of
ongoing and future initiatives included in that report.

Form 941 TeleFile — During 1998 the Form 941 TeleFile program was expanded
nationwide. Also, the requirement that employers must have a balance due of less than $500 to
file Form 941 using TeleFile has been eliminated for 1999, This will significantly increase the
number of employers who will be eligible to use TeleFile. In addition OMB estimates that by
using 941 TeleFile, we reduce these taxpayers burden by 14 million hours.

Simplification of Form 5500 Series — Form 5500, Annual Return/Report of Employee
Benefit Plan, and related Forms 5500-C and 5500-R are being replaced with one streamlined
Form 5500 for use by all filers for the 1999 plan year. Forms 5500-C and 5500-R will be
eliminated and small bepefit plans will have less extensive reporting requirements.
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1998 Form 1040 Tax Packages — The tax packages have been improved to promote
electronic filing and highlight tax law and form changes to make it easier for taxpayers to find
the information they need. The graphics have also been improved by adding more white space
and larger print for improved readability. Letme point out that extensive changss were made to
the instructions of Form 1040-ES (Estimated Tax for Individuals) that resulted in a decreased
burden of 3.7 million hours.

Moving Expense Reporting — The IRS combined annual Form 3903, Moving Expense,
and annual Form 3903-F, Poreign Moving Expenses, into one continuous-use Form 3903, This
change simplifies the choice for taxpayers as to which form to use and saves taxpayer dolars by
only having one form that does not automatically need a revision each year.

Employment Tax Deposit Threshold — Effective July 1, 1998, the IRS increased the
threshold for deposits of employment taxes from $500 to 81,000, This regulatory change
significantly reduces the reporting burden for an estimated 1.5 million employers who will no
longer be required to complete the Federal Tax Deposit coupons (or make deposits) or compleie
the record of tax liabilities on the employment tax forms.

Substantiation of Business Expenses for Travel, Entertainment, Gifts, ete. —
Existing regulations had required supporting evidence, such as a receipt, for all expenses of $23
or more for travel, entertainment, gifts, etc. The regulations were revised in 1997 to raise this
receipt threshold to $75, thus reducing the paperwork burden on taxpayers.

Burden Initiatives FY ‘99 and ‘00

Earned Income and Child Tax Credits Project — The IRS plans to hire a private
contractor to apply innovative document design and writing techniques to simplify the Form
1040, 1040A, and 1040EZ camed income credit instructions and child tax credit instructions and
worksheets. Work is also being performed on Form 8812, Additional Child Tax Credit, and
Publication 596, Farned Income Credit. The objectives are to increase taxpayers’ awareness and
understanding of the credits and thereby reduce errors in claiming them.

Rewrites — As I have previously mentioned in my testimony, we will begin the
rewriting of notices by a private contractor.

Electronic Tax Administration

Electronic filing holds one of the biggest keys to reducing taxpayer burden. Filing a
federal tax return electronically — by TeleFile, IRS e-file using a practitioner, on-line using a
personal computer — has never been simpler or more convenient. Not only does IRS e-file
result in a faster refund; it also reduces taxpayer burden. Let me recap the key points. For
example:
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»  More accurate returns mean there is less chance of getting an error letter from the IRS
that will require both the IRS’ and the taxpayer’s time and epergy to resolve.

»  Quick electronic confirmation provides taxpayers with the peace of mind that their return
has made it to the IRS.

»  Ease of payment means that taxpayers don’t have to write out a check and mail it
separately to the IRS. Instead, they can choose the convenience of paying by credit card
or Automated Clearing House (ACH) debit.

»  No paper allows eligible taxpayers to sign their returns with an alternative method that
eliminates the need to mail a paper signature to the IRS. :

Through Aprit 2, 1999, nearly 25 million individual taxpayers have enjoyed the benefits
of IRS e-file — a 16 percent increase over the same period last year. In addition, 18.4 million
taxpayers e-filed their tax returns electronically through an IRS-authorized Electronic Return
Originator (ERO) — a 17.7 percent increase over the same period last year.

Approximately 1.8 million taxpayers have already filed their tax returns on-line via their
home computer through a third party transmitter. On-Line filing is running 156 percent ahead of
last year's pace and has already exceeded last year's total volume of 942,000.

Mearly 4.8 million taxpayers filed their returns over the telephone using our award
winning TeleFile system. The telephone call takes about ten minutes, and the IRS computes the
adjusted gross income, standard deduction, exemption, taxable income, tax and any earned
income credit plus any refund or tax due, while the taxpayer is on the line.

New For This Year

Taxpayers in Indiana and Kentucky also enjoy the convenience of filing both their
federal and state returns in a single telephone call during the pilot of the first Federal/State
TeleFile option. Overall, 7.4 million taxpayers have chosen to file both their federal and state tax
returns simultaneously in a single electronic transmission. This year, 35 states and the District of
Columbia are participating in the program.

In addition, this filing season nearly 452,000 taxpayers have participated in the On-Line
Signature Pilot where the IRS distributed e-file Customer Numbers to taxpayers who prepare
their own returns using tax preparation software to file from their home computers.

Another 322,000 taxpayers have participated in the Practitioner Signature Pilot where
taxpayers choose & PIN when filing through 8,100 participating practitioners.
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Also new this year, taxpayers filing balance due returns have several options for not only
filing electronically, but paying electronically as well. Nearly 33,000 taxpayers filing balance due
returns have paid using an Automated Clearing House (ACH) debit as part of their electronic
return. Taxpayers can file early and have the debit occur as late as April 15.

Approximately 5,600 taxpayers have used credit cards to pay the taxes due as part of two
credit card pilots that the IRS is conducting this year. Under the first pilot, US Audiotex (San
Ramon, CA) is processing credit card payments over the telephone. In the second pilot,
individuals using Intuit's (Mountain View, CA) TurboTax or MacInTax software to e-file from
their computers are able to use a credit card to pay the balance owed to the IRS.

Specific Initiatives — Business Taxpayers

Business taxpayers are also benefitting from the wide range of electronic filing and
payment options that are available to them.

Over two million businesses are now enrolled in the Vice President’s Hammer award
winning Electronic Federal Tax Payment System (EFTPS}) which allows taxpayers to make their
federal tax deposits over the telephone or using a personal computer, eliminating the need for
paper deposit coupons, checks, or trips to the bank. On February 16, 1999, the IRS announced
that taxpayers have made more than $2 trillion in tax deposits electronically since the
govemment established EFTPS in November 1996.

During Fiscal Year 1998, 750,000 quarterly employment tax returns were filed over the
telephone by small businesses, in addition to 582,000 Forms 941 that were filed electronically by
payroll service providers. In Fiscal Year 1999, the IRS expects over 2.3 million Forms 941 to be
filed either electronically or over the telephone.

Under the Simplified Tax and Wage Reporting Systern (STAWRS), IRS is working with
other federal agencies and states to reduce the wage and tax-reporting burden on employers.
This includes conducting single point filing projects in the states of lowa and Montana,
estabushing a Harmonized Wage Code database and improving customer service.

Customer Service Initiative
We have a four-year effort to obtain sufficient funding for the training required to
increase competencies. This initiative will enable the IRS to achieve top quality customer

service by developing and delivering training to improve services to taxpayers, and by providing
the technology and infrastructure necessary to invigorate IRS training quality and capacity.
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New Forms and Publications

The second part of burden reduction strategy for 2000 is to simplify commonly-used tax
forms and instructions and produce new “lifetime event” publications, to redesign the Small
Business Tax Education Program and to develop new taxpayer education materials.

MODERNIZATION

M. Chairman, 2 little more than a year ago, I presented to the Congress our concept to
modernize the IRS. A year ago, it was just that — a “concept.” However, a year later we have
achieved a number of milestones in our modernization plan that I want to share with you today.

This real progress is due to the Restructuring Act which gave us our marching orders and
the tools to implement the practical changes needed to move the IRS in the direction of seeing
our operations, and their impact from the taxpayer’s point of view.

The short-term improvements that I described are important, but they will not enable the
IRS to meet the public’s expectations. More fundamental changes are needed in nearly all
aspects of the way the IRS does business. To succeed, this modernization process must address
both soft issues — like culture and attitudes — and hard issues — like organization structure and
technology. Today, I want to discuss the progress we are making on the three modernization
fronts: Teorganization, balanced measure of performance and technology.

Reorganization

The Restructuring Act directed the IRS Commissioner to restructure the IRS,
establishing it as an organization built around serving particular groups of taxpayers with similar
peeds. Under our plan, which we are beginning to implement, the IRS will be based on four
business units each charged with full end-to-end responsibility for serving a different group of
taxpayers. The four units are: (1) Wage and Income, (2} Small Business and Self-Employed, (3)
Large and Mid-size Business, and (4) Tax Exempt.

Obviously, their needs and problems are indeed very different. And serving them
effectively and efficiently will require different services, different ways of delivering that service
and different technical expertise to do it.

I want to stress that the IRS restructuring is not just a rearrangement of organizational
boxes. Rather it’s designed to implement our new approach to tax administration, which is to
work with taxpayer groups to understand taxpayer problems and taxpayer needs from their
point of view — and then tailor and improve taxpayer programs to meet them.
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Balanced Measures of Performance

The techniques that an organization uses to measure its performance go to the heart of
what the organization really values. And in the IRS, as elsewhere, what the organization values
is communicated through a variety of means, both explicit and implicit, including what behavior
is rewarded, ignored or punished.

For many years too, enforcement statistics, especially enforcement revenue, were a key
issue in measuring performance at the IRS. Enforcement statistics are counts of actions taken,
such as number of levies or seizures, and enforcement revenues are counts of revenue gained
from enforcement activities, such as audits or collection actions.

Critical to creating an appropriate balanced measurement system is establishing the
measurements based on what we need and want to measure in order to achieve our strategic goals
and mission, rather than simply what is most easily measured.

Also critical to the measurement system is following the guiding principle that measures
must be aligned at all levels, from the top to the front-line employee. This means that the
measures or evaluations are aimed at encouraging the type of behavior that will advance the
organization’s overall strategic goal — service to each taxpayer, service to all taxpayers and
productivity through a quality work environment — and do not encourage inappropriate
behavior,

Since the beginning of the year, we have introduced in concrete terms “balanced
measures of performance.” At the IRS, for the first time, customer satisfaction, business results
and employee satisfaction will now carry the same weight. And business results will be
determined by both quantity and quality.

This whole process also implies profound changes in the way IRS employees work with
each other in the IRS and how they interact with taxpayers. All of out actions must be looked at
as if we were standing in the taxpayer’s shoes. Good quality work at the IRS will be the result of
understanding the taxpayer’s point of view and the Jaw — not one or the other.

Technology

The IRS’ installed inventory of information technology is the principal tool that IRS
front-line workers and managers use to deliver services to taxpayers and to manage the
orgenization. Nearly all IRS employees depend on the IRS computer systems every day to do
their jobs, including over 70,000 individuals who use these systems to provide direct service to
taxpayers. In terms of resources, the cost of IRS staff and information technology makes up
nearly the entire budget, with staff costs comprising 70 percent and information technology
making up 18 percent.
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The IRS technology inventory is very large and diverse, comprising at present
approximately 84 mainframe computers from four vendors , approximately 1,500 mid-range
computers from 23 vendors, and over 100,000 individual computers. These computers run over
18,000 vendor-supplied software products and 50 million lines of IRS-maintained computer
code. There are three major wide area data networks and 1,182 local area networks. The IRS
voice network processes 143 million phone calls per year.

As in any information-intensive organization, the current IRS computer systems are a
reflection and codification of IRS’ established business practices and organization structure, as
well as specific tax code provisions. For example, there are three different systems to support
collection activities because there are three different kinds of organizational units that
perform collection activities, each using particular business practices. The IRS inventory of
hardware and software products is very heterogeneous, in part because each service center
and region would sometimes procure different products and, even when using the same products,
would use them in slightly different ways. In addition, IRS technology inventory includes
many specific programs and systems that have evolved in response to specific provisions of
the tax code. This process of change continues, with over 800 tax code changes and many
procedural changes being implemented for the FY 99 filing season alone.

The large and extremely fragmented nature of the IRS technology inventory creates many
problems, including high cost and poor service to end users, high costs and long time lines to
implement changes and improvements, and difficult control and security issues.

While large in size, many of the IRS’ information technology problems are similar to
those of other large organizations that have installed technolegy piecemeal over 2 long period of
time without a strong focus on professional management of information technology resources
from the top. However, the IRS also has a very special problem that is a serious, on-going risk
and a fundamental barrier to achieving its strategic goals. This problem is that the core
data systems that keep records on taxpayers” tax accounts are fundamentally deficient.

The essential system on which all taxpayer accounts are maintained is called the Master
File system. This system was developed in the 1960s in order to provide the first consolidated
records of taxpayer accounts. It consists of a series of very large tape files, one set for individual
taxpayers and another for business taxpayers. Since it is a sequential tape file, it cannot be
updated directly. It is updated once a week based on input from other systems, a process that
takes three days. From the Master Files tape system, some records are extracted weekly and are
placed on a separate on-line system, the Integrated Data Retrieval System (IDRS), in each of 10
service centers. This IDRS system is used by most IRS customer service representatives and
many other front-line employees. Dozens of other specialized systems extract and feed data back
and forth through these two basic data systems.
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The implications of this situation are serious. Following are some of the more prominent:

> Because of the delays in updating files and the lack of synchronization of data among
different systems, IRS employees frequently have inconsistent and out-of-date data about
a given taxpayer.

> The Master File computer programs are written to a design and in a language seldom
employed anywhere today, and which have the severe limitations of 30-year-old
technology. In addition, thousands of changes to the files and the computer code were
made over the years, many of which are highly specific to particular sections of the tax
code or to IRS procedures. Consequently, very few highly specialized programmers
understand this system.

- Because of the limitations of the core systems and the difficulty of changing them, many
separate systems grew up to perform specialized functions. In addition to the problems of
data synchronization, this situation leads to complex operational problems, great
difficulty in making consistent changes to the system as a whole, and increases the
chances of errors.

> Same tax law requirements and IRS practices simply cannot be accommodated within the
limits of the Master File system, leading 1o situations where some essential taxpayer data
is not even reflected on it. For example, the RRA provision for providing “innocent
spouse” relief requires separating a single tax liability on a joint return for the spouses
into multiple liabilities that must be tracked separately over time. As the Master Files
were not designed for such situations and are limited by 30-year-old sequential file
technology, it is not practical to keep such records on the Master Files, So, administration
of separate files, and other programs, imposes additional costs and greatly increases the
likelihood of error and delays in serving taxpayers.

> Although the Master File system holds the IRS” authoritative financial record for every
taxpayer, it does not conform to accepted accounting standards.

Since nearly all IRS systems and procedures require data on taxpayer accounts, the entire
IRS inventory of systems is built on a fundamentally deficient foundation. The size of this
inventory and databases is comparable to the largest in the world.

Given this situation, the IRS must replace nearly its entire inventory of computer
applications and convert its data on every taxpayer to new systems. This must be done in
conjunction with redesigned business practices, while continuing to provide service to taxpayers
and to respond to ongoing tax law and other changes. This is a vast, complex and risky
undertaking that will require many years to accomplish.
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The approach that the IRS is taking to deal with this monumental task is to establish an
overall architecture for a set of new systems that will accommodate all essential tax
administration functions according to modern standards of technology and financial
management. Achieving this new system architecture must then be accomplished by defining a
sequence of targeted and manageable size projects (known as “releases”) that meet important and
specific needs while, at the same time, working to complete the overall architecture. During this
process, the new and old systems must co-exist and must exchange data accurately for an
extended period of time until data is gradually converted from old systems to new ones.

Given this situation, the existing inventory of installed operational systems, commonly
called the “legacy systems,” must not only be maintained to reflect annual tax law and other
business changes. They must also accommodate additional changes in order to bridge to and
from new technology systems and convert taxpayer data from old to new formats. Therefore, the
demands on the resources and management of the legacy systems staff will increase, not
decrease, for the coming years as a resuit of technology modernization.

In 1997, the IRS published a “technology modernization blueprint” which described a
detailed target architecture, including technical, functional and data architecture. It also
included a preliminary sequencing plan. This blueprint was an important and valuable step in
the process of technology modernization. The speed of implementation of the technology
modernization blueprint is subject to three major limiting factors: (1) Capacity to design and
develop new business practices and systems; (2) Capacity of the organization to manage the
process; and (3) Capacity to make changes in the legacy systems needed to support ongoing
operations and temporary integration with new systems.

Of the three factors, the capacity to change the legacy environment is the most
constraining. Hence, planning of the technology modernization with the ongoing management of
the existing environment is critical.

Because of the close inter-relationships, programs to modernize IRS technology both
depend on and enable modernization of the organization and business practices. With
respect to organization, there are two important dimensions: how the IRS is organized to
manage information technology itself, and how the operational units that manage IRS programs
work with information technology to improve business practices and achieve our strategic
goals.

Improvements in both dimensions are essential in order for modernizing IRS technology
to succeed. Improvements in information technology organization are essential to achieve
professional, high-quality results in resource use and in managing technology programs,
including modernization of core business systems and management of the legacy systems. And
improvements in IRS business organization are essential to create business owners who have the
knowledge, authority and commitment to develop improved and consistent business practices.
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As part of the IRS overall modemization program, management of essentially all
information systems resources was centralized under the Chief Information Officer in October
1998, This was a first step toward creating a professionally managed information technology
organization that will provide high-quality, efficient service to all IRS operating units, treating
the IRS operating units as customers.

The establishment of IRS operating divisions, as described in the previous section, will
enable the appropriate business owner to revamp business practices and work with the
information technology organization to modernize supporting technology.

In December 1998, the IRS awarded a PRIME contract to Computer Sciences
Corporation and a team of leading technology and consulting firms to be a major partner in
managing the modernization of IRS® core business and technology systems.

The modernization of IRS® core systems requires sustained leadership from the top
leaders of the entire organization. To provide a framework for the overall management of this
process, the IRS established in December 1998 a Core Business Systems Executive Steering
Committee, chaired by the Commissioner and including top executives, supported by key staff
groups.

Some key operating guidelines about technology modernization were also established,
including the following:

> All new systems, large and small, must henceforth conform to the target architecture or
get an approved varience. The Program Management and Architecture office within the
Chief Information Officer’s organization will manage this process.

. All major projects must have comemitted, engaged business owners, an executive steering
comumpittee and an integrated project team. In addition, they should be designed to last a
maximum of about 24 months from approvai to procsed with development to initial

operational deployment.
» Each project will require an approved business case before proceeding to the next phase.
2 The process of developing solutions and approaches for each major project will include
finding the best practices and products available from the private and public sectorsas a
basis for the preposed solution.
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During calendar year 1999, the technology modernization program will focus on three
major objectives:

1. Establishing a clear working governance and management process for core business
systems modernization;

2. Launching the first releases for development and deployment; and

3. Creating a top-level, longer-range strategy for developing and deploying core business
systems envisioned by the blueprint and for supporting modernized business practices in
the new organization structure.

FY 2000 BUDGET

Fiscal years 1999 and 2000 represent a crucial turning point for the IRS. In this period
we are aggressively addressing the problems described by Congress and the American people
over the past few years. As mandated in the Restructuring Act, the IRS is expected to do a far
better job of serving the public based on an much better understanding of the taxpayers point of
view. Delivering on this mandate is our top priority in the FY 2000 budget.

We will complete the plan for our new organization structure this year and have already
begun implementing parts of it. Much more implementation will occur in FY 2000. Using the
authority granted by Congress, we also have put in place a new top management team and are
actively recruiting to fill leadership positions in our new operating divisions.

Updating our business practices for dealing with taxpayers requires almost a complete
replacement of IRS information technology systems, which are built on a 30-year old
fundamentally deficient foundation that cannot provide accurate up-to-date information about
taxpayer accounts. And GAQO has repeatedly reported IRS cannot provide reliable financial
information to manage the Agency. On December 9, 1998, the IRS awarded a Prime Systems
Integration Services Contract (PRIME) to Computer Sciences Corporation (CSC) and their
partners. We are currently working with CSC to update our strategic systems plan and to
implement near-term projects which will focus on improved phone service and electronic filing
options.

Despite these many challenges, in preparing the budget request for FY 2000, we are well
aware of funding constraints and have therefore requested the bare minimum. Without this
funding, the entire reform and restructuring program demanded by Congress and the public could
stail, and the risks increase.

27~



44

The FY 2000 resource request of $8.105 billion will enable steady progress on the many
changes needed to deliver on the reform and restructuring program and the Year 2000
Conversion. This request in total is essentially level with resources provided in FY 1999, which
totaled $3.125 billion including $505 million from the Y2K emergency fund.

This is an uniikely combination — major changes requiring investment with a flat
budget. This combination is only possible in FY 2000 for three reasons: first. because of the
stringent fiscal constraints we are carrying out many of the changes by diverting resources from
on-~going programs such as compliance: second. the Congress advance funded our ITIA to a level
that will sustain us through FY 2000; and third our current estimates of specifically identified
and known year 2000 costs are less than the costs for FY 1999,

These three factors enable us to include in our budget request some absolutely essential
items for implementing the required changes. These include $40 million for implementing the
Restructuring Act’s customer service and ETA initiatives, $17 million to train our employees in
the tax laws that Congress passed; and $140 million for implementing the modernization plan
called for in the Restructuring Act which will increase accountability for service to specific
groups of taxpayers. The money for implementing the modernization plan will be used to
reorganize and provide new skills for the IRS workforce.

1 want to particularly stress that increased training of our employees is essential for
delivering on the mandates that Congress gave us and the service that the public cxpects. About
70 percent of IRS employees deal directly with taxpayers. Taxpayers have every right 10 expect
that in every such encounter with an IRS employee, whether it’s a phone call asking a question
about how to fill out a return, or a meeting with a revenue agent in an audit, the IRS employee
should understand the current tax law and have the skills to understand the facts and
circumstances of that taxpayer. A year ago, when I took office, it was abundantly clear that there
was already a serious deficit in this area. Since then, Congress has given us the responsibility of
implementing 1,260 changes to the Tax Code and a mandate to restructure the whole way we do
business with taxpayers. The money in the budget request, including that part included within
modernization program, is essential and will only begin to rectify our training deficit.

Qverall, this budget will continue the trend of the last six years in which the IRS
workforce has been shrinking in relation to the size of the economy. In FY 2000, while the
workload grows as a result of the growth in the economy and the additional demands of the
Restructuring Act, the total workforce size will remain approximately constant.  This trend will
only be possible if we make the investments in organization, training and techrology that are
needed.
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CONCLUSION

Mr. Chairmen, I hope you agrec that the modernized IRS is coming into sharper focus
and that we are providing better service and reducing taxpaver burden. Granted. many of the
changes needed to carry out our new mission statement. such as reorganizing our outdated
structure and replacing our archaic technology will take years. However. we are convinced of
the necessity and value to America’s taxpayers of reaching this higher level of performance.
With the continued support of the Congress and the American people. we are confident we can
succeed. Thank vou.
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Mr. HorN. Well, thank you very much, Commissioner. We have
been joined by Mr. Terry, the gentleman from Nebraska; and we
have been joined briefly by Mr. Ose, the gentleman from California,
and we now have the ranking Democrat on the National Economic
Growth, Natural Resources, and Regulatory Affairs Subcommittee,
Mr. Kucinich of Ohio.

And I'm going to begin with some questioning, then I will yield
to the cochairman here, Mr. McIntosh. Then we will yield to the
ranking Democrat. Each of us is going to take 5 minutes, so staff
will please monitor the time so we can get through a lot of ques-
tioning.

I'm curious, since you spoke of significant risk associated with
the efforts being entertained by—the efforts—you also stated that
there is no low-risk plan. What specific risk-management strategies
are you deploying?

Mr. RossotrTi. Well, we have defined a number of major change
areas. For example, the organizational change is one major change
area; the replacement of our basic technology systems is another
major change area; year 2000 is another area. There are about five
of them. And in each one of these, we have a whole management
process. At the top is an executive steering group of which in most
cases I'm a member, and the key executives who are involved in
managing these programs are all part of this process. Then we
have a program management office whose staff has the responsi-
bility for day-to-day management and oversight of all the activities
that are involved in making these changes.

For example, the first one that we established and the example
that is the one that has the most media impact is Y2K. As soon
as I got in office I knew that this was clearly a huge change area,
over $1 billion affected everything, and we put this process in
place. Of course, it’s not over until it’s over.

But one of the most important milestones in this Y2K issue was
the filing season that just ended, because we have almost all of our
mission-critical application software systems renovated, made com-
pliant and put back in. We knew that with that much change there
could be a lot of risks during the filing season.

So one of the risks would have been major failures during the fil-
ing season, incorrect notices, delayed refunds, that sort of thing.
Having gotten through that, many of those things didn’t happen.

Mr. HORrN. If I might, let’s take many of those examples because
I'm sure there are many other things you want to do also. But one
of the things that’s long concerned me is what happens to the
checks that relate to Social Security and Medicare. An employer
sends them in, the employee has a deduction from income. And my
understanding is it simply goes in the Treasury bank account at
the end of the day and that there’s no separate bank account for
what is a trust fund.

Now, you have about 14 major trust funds, your money from em-
ployers, employees, all depending on what the law is. The people
that drive up to the gasoline pump, they've got a tax they pay to
the Federal Government to maintain interstate highways and on
and on down the line.

How does that system work, and can you really tell as Commis-
sioner how much money came in that day for the Social Security
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trust fund, for the Medicare trust fund, for the interstate highway
trust fund, the aviation improvement fund that we pay excise taxes
every time we buy a ticket, and that’s to complete, extend, renovate
runways around the country?

Mr. RossorTi. Well, I think your first point is, does the money
come in and go into different bank accounts. Clearly that’s not the
case. I mean, we receive money from, for example, an employer
that comes in to us; and we process that, get the cash to the Treas-
ury. Most of it comes in electronically—now actually, almost all of
it—and then we get the forms that go with it. And in most cases
those forms designate what the purpose of the money is.

But as you noted and, as GAO has noted, in some cases, the ini-
tial transaction that is initiated by the taxpayer does not fully des-
ignate exactly which trust fund it is for. So it has to be an esti-
mating process after the fact.

This gets fairly technical, but the net of it is that, although we
think that these estimating processes are reasonably reliable, they
are not; and some improvements noted by GAO have been made.
They are not 100 percent reliable. That’s for two reasons: One is
that some of our systems, our old systems, are not as good as they
need to be in order to do the most accurate accounting.

And in a few cases we don’t actually have the source data from
the taxpayer to be precise about which amount that has been de-
posited is for a particular trust fund.

Mr. HORN. Isn’t the fact the following—that we really can’t ac-
count for the dollars that go ultimately to Social Security. We—and
I don’t understand why not. It seems to me it is very simple. The
employer sends his or her half, the employee’s half is also sent by
the employer, and it clearly is marked or should be, Social Secu-
rity, Medicare trust fund. It just seems to be when your office and
processing centers around the country get those checks they ought
to be able to identify it, put it into a special account in the Treas-
ury.

And we don’t have that; we have an estimate. Does anybody
know if we’re off $1 million, $1 billion? Here we are trying to use
the surplus to give more integrity to the Social Security fund than
it has had. And what’s your feeling on this? Can’t we solve a simple
problem like that? A business would.

Mr. Rossorti. Well, I think it could be solved. I'll say there are
very few things I found at the IRS that turn out to be actually sim-
ple—but that doesn’t mean they can’t be solved. I think the source
of the issue is the fact that there’s a great deal of cash that comes
in through the deposits which, in order to make it simple for tax-
payers, are simply designated as cash come in; and then when the
forms, the actual tax returns, are filed, there’s a need for a rec-
onciliation process; and that’s what creates the complexity and the
need for making estimates. So I guess I will just stop there.

Mr. HORN. Well, do you have any concerns that this is
misestimated and who does the estimation work?

Mr. RossoTTI. Well, anytime there’s an estimate, of course, there
could be errors in estimating. But some of it is done by the Office
of Tax Analysis and Treasury, and some of it is done by IRS.

Mr. HORN. And what do they do, compare notes and say, well,
shall we split the difference or what?
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Mr. RossoTTI. Well, that gets into—I think that there’s different
parts of the estimate that are the responsibility of different people.
They each have a methodology which has been reviewed which is
being reviewed constantly by GAO. Clearly, there’s room for im-
provement in those methodologies.

But I think if you want to identify the solution to this problem,
some of the solution has to do with the computer systems. Even in
a business, you have some estimates when you put your financial
statements together, and they’re not always perfect. Some of it gets
to a basic issue of do we want to add more burden for taxpayers
to provide more precision when they make deposits; to identify
what it’s for, which would then give us perfectly accurate data as
to not require estimates.

I think we’ve been a little reluctant to do that because of the
very points that Mr. McIntosh raised. We don’t want to put more
burden on the taxpayers. So the rest of the limitations are based
on what kind of burdens we put on the taxpayers.

Mr. HORN. Well, in the age of computers, I think we would all
agree the one thing that a computer does is do things that you and
I could do, but it does it very fast. And it can handle millions of
things when we might still be trying to figure out what our tax
form is all about. And it just seems to me that it is a crazy system
when some of the many billion dollars, trillions, indeed, down the
line, in these trust funds, that we ought to have a very strict policy
of putting the money where it belongs at the beginning.

Now, I'm going to yield to Mr. McIntosh, and maybe we will
carry on this dialog afterwards. The gentleman from Indiana, 5
minutes.

Mr. McINTOSH. Thank you, Mr. Chairman. And, Mr. Rossotti, let
me tell you I appreciate hearing those three different areas in
which you are working and reducing the burden.

My first question is essentially why aren’t those reflected in the
OMB report for 1999 or 2000? 2000 is pretty devastating through
the agency where they say you don’t have any plans, specific plans
to reduce the paperwork burden. If in fact, youre doing those
three, what happened between the agency plans and the report?

Mr. RossOTTI. I think, unfortunately, one of the things that is
true is that while we are pursuing those things, they tend—in
terms of the way that OMB measures burden, the numbers tend
to be overwhelmed by the other numbers that represent growth in
the size of the number of forms filed, and also the number of forms
that we have to change, and add elements to, because of the tax
law.

So I don’t want to overstate my case. We have these kinds of
strategies. We are doing them. But they are relatively limited in
their impact as compared with the overwhelming volume of change
that we get as a result of tax law and volume increases. I think
that probably is the honest answer to your statement.

Mr. McINTOSH. Then I guess my further question would be, and
I had the staff—asked them to print out all the forms. They told
me it would take 6 hours, so they printed out a list, 30-some pages
of all the different forms. Not all of those are changing because of
the economy or are new because of changes in the Tax Code.



49

Why doesn’t the agency take a further step and adopt a strategy
to figure out how we could reduce either the number of the forms
or the complicated nature of the forms?

Mr. RossoOTTI. Part of our strategy is to do that. Here’s an exam-
ple of one we’re working on. We’re working with a private con-
tractor that we think is one of the best in the country to work on—
and you can see this. This is one example. This is the child credit
worksheet. And here’s what it was before, and here’s what it is
now. And, you know, clearly by any reasonable estimate, when we
get this done, this is going to be a better form.

On the other hand, here’s another one that they did, which has
to do with form 8812. After all of the analysis that they’ve done,
it looks better, but it still has the same number of lines on it. So
it doesn’t always follow that you can, even under the best review,
make things better.

I think we are going to systematically work on this problem, but
I also want to be honest and raise another aspect of this. If you
look on this chart over here it says “Process Flow to Change a
Form.” That’s the process that is required because of regulation
and other constraints to change even one line on one form.

And I think you can see—right now we'’re in the process this year
of having to put 153 forms through that process required by law.
That tends to use up a lot of time in an organizational capacity,
and this is not something that we can just disband or eliminate
based on anything that we do in the IRS. This requires a review
by OMB. There’s legal reviews to ensure that forms conform to the
law. There are also issues related to pure processing consider-
ations. We have to get our information systems, which have major
problems, to be able to process these forms.

So these things are all needed in order to just make sure that
we're complying with the law and that we can actually mechani-
cally process these forms. This is what I mean by the issue of orga-
nizational capacity. There is no possibility that we could take all
of the forms on your list in 1 year or 2 years and even go through
the process we’ve done here, and that’s not to say something we
can promise to do.

Mr. McINTOSH. You were able to report 130 million increased
hours in 2000 as projected out. And are you telling me essentially
you want to put as your agency priority only having your man-
power work on ways of increasing the burden and don’t want to put
anybody to studying and using that process to decrease it?

Mr. RossorTI. No, I'm actually——

Mr. McInTOsH. I find that somewhat unconscionable.

Mr. RossoTTI. That would be unconscionable. But I don’t think
that’s what I'm intending to say. I'm saying that the first thing we
have to do is we have to comply with the law. That uses up a tre-
mendous amount of capacity when you have the tax law change.
I mean there’s just no alternative to that.

What we're attempting to do is, within the available capacity
that we have, we’re attempting to do projects like that, as many
as we can, to improve and simplify forms that are on the books.
The other thing we're attempting to do, as I mentioned in my testi-
mony, the other strategy is to eliminate the forms, which is actu-
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ally better than redesigning them, because if you can eliminate the
need to file, of course, that’s 100 percent reduction.

I just want to be honest and say that with the volume of data
that we have, the volume of changes and the capacity that we
have, I would not want to commit that we could review every form
on the books over the next year or 2 years, over the next several
years. As we make the other changes that we’re proposing, I think
that we can make a dent at least in this. And we'’re certainly going
to try.

Mr. McInTOSH. OK. Well, my recommendation, and I want to see
if you think it’s reasonable, is to go back and review the submission
under the OMB project for reduction and say we can do better than
zero, because you've laid out that you have some plans to do some.

Mr. RossorTI. OK, we will take note of that.

Mr. McINTOSH. And come up with a timetable.

Mr. RossorTi. That’s a fair request. We will take a look at that
and see if there’s some things that are not reflected in there that
we can do, because we definitely have this as part of our strategy;
and we will attempt to see if we can do better than what’s in there.
I will take that under advisement.

Mr. McINTOSH. If we have extra time, I would also like to talk
with you on the methodology, because I think that’s a good project,
too, on making sure you measure it accurately.

Mr. RossoTTI. Sure. Certainly. Incidentally, we would be happy
to come in and talk with you about that methodology, because I
think that might be something of interest to you.

Mr. McINTOSH. Exactly.

Mr. RossotrTi. Without that, frankly, we're shooting in the dark.
We don’t know where we're going.

Mr. HORN. The gentleman from Ohio, the ranking member, Mr.
Kucinich.

Mr. KuciNicH. Thank you very much, Mr. Horn, Mr. McIntosh,
members of the committee. Being tax day, I think it’s also an ap-
propriate day to thank the people of the United States for their
support of this government and the many important functions
which this government has on their behalf, our Social Security pro-
grams, our health, our education, all the many functions of govern-
ment are funded by the taxpayers of this country.

And while we're scrutinizing the collection system and talking
about what we can do to make it work better, we certainly on this
day owe the thanks of this government to the American people for
their support.

Before I get started with my question, Mr. Chairman, I would
like to express concern about the unfortunate partisan title of these
proceedings—and I'm going to quote—“Clinton-Gore versus the
American taxpayer.”

Now, the subject of this hearing is very important. People want
to know what we’re doing with their tax dollars and what can be
done to make the system better. But I don’t believe that it adds
dignity to these proceedings to cast them in the light of some par-
tisan conflict when the fact is that we work long and hard on many
of these issues together to try to find a way to make this system
work a little bit better.
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And in that line, I would like to say that there is strong evidence
that the taxpayer has significantly benefited under Clinton and
Gore, President Clinton and Vice President Gore, the following
ways: the Federal budget has gone from a record deficit of $290 bil-
lion in 1992 to an expected surplus of $79 billion in fiscal year
1999, which is the largest budget surplus in history; 18 million new
jobs have been created and real wages have risen 6.1 percent after
declining 4.3 percent during the previous two administrations, and
the unemployment rate has dropped from 7.5 percent in 1992 to 4.2
percent.

[The prepared statement of Hon. Dennis J. Kucinich follows:]
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Statement of Rep. Dennis Kucinich
Ranking Minority Member
April 15, 1999 Hearing on the IRS

Mr. Chairman, today is not so lovingly referred to as “tax day.” Many Americans
were up late last night filling out their tax forms and writing their checks. Itis a good
time to reflect on whether the IRS is doing a good job at lirniting the paperwork burden it
places on the American taxpayer.

However, Mr. Chairman, without taxes, our government could not provide the
protections, benefits, and services Americans depend on and often take for granted.
Thus, it is imperative that the IRS successfully fulfill its mission to collect the right
amount of tax. Thank you for holding this hearing which will hopefully shed some light
on whether the IRS has eliminated unnecessary paperwork without sacrificing its ability
to accurately and efficiently complete its monumental task,

1 expect we will be hearing some eriticism of the fact that the federal government
has not reached the Paperwork Reduction Act goal to reduce the paperwork burden by
25% over the last 3 years. The paperwork burden placed on the American taxpayer by
the IRS is nearly 80% of the total paperwork burden imposed by the federal government.
Unfortunately, over the last 3 years, the IRS paperwork burden has increased by 7.5%.

It is my understanding that much of the increase is due to our actions here in
Congress. For instance, Congress passed the Taxpayer Relief Act of 1997 -- an initiative
originally proposed as part of the Republican Contract with America -- which cuts capital
gains, estate, and gift taxes. The IRS estimates that these changes increased the
paperwork burden by over 64 million hours. Similarly, last year, we passed the IRS
Restructuring and Reform Act -- with my support -- which prohibits politically motivated
audits, creates an oversight board and Taxpayer Advocate, and creates and strengthens
taxpayers rights when dealing with the IRS. However, this initiative also increased the
paperwork burden by another 92 million hours. These two changes, alone, account for
more than 1% of the 7.5% burden increase we have seen over the last 3 years.

Much of the remaining increase may be due to the increased economic activity in
our booming national economy. Furthermore, the methodology for estimating the
paperwork burden may not be giving enough credit for the time saved by the increase in
the use of electronic and telephone filing. look forward to hearing from the witnesses
who can provide further insight into underlying causes of the increased paperwork
burden.

However, Mr. Chairman, before we get started, I would like to express my
concerns about the partisan title you have given this hearing, quote, “Clinton Gore versus
the American Taxpayer.” Despite the implications of this title, there is strong evidence
that the American taxpayer has significantly benefited under the Clinton Administration
in the following ways:
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* The federal budget has gone from a record deficit of $290 billion in 1992 to an
expected surplus of $79 billion in FY 1999 - the largest budget surplus in history.

* 18 million new jobs have been created and real wages have risen 6.1% after
declining 4.3% during the previous two administrations.

* The unemployment rate has dropped from 7.5% in 1992 to 4.2%.

* . The average annual inflation rate has fallen from 4.2% during the Reagan and
Bush Administrations to 2.5% during the Clinton Administration.

* Furthermore, President Clinton has signed into law tax relief that benefits those
who need it most, including a $500 per-child tax credit benefitting 27 million
families with 45 million children and expanded the Earned Income Tax Credit for
15 million working families.

Thank you, again, for holding this hearing and I look forward to the testimony.



54

Mr. KuciNicH. Now, I've got a long list of the benefits that have
accrued to the American taxpayers that I would submit for the
record. I will ask Mr. Rossotti—welcome, Commissioner. The Amer-
ican taxpayers paperwork burden is nearly 80 percent of the total
paperwork burden imposed by the Federal Government. Unfortu-
nately, over the last 3 years, the IRS paperwork burden has in-
creased by about 6.9 percent.

I'm wondering, did legislation pass in 1997 that cut the capital
gains, the estate and gift taxes increase the paperwork burden
placed on the American taxpayers, or did it decrease the paperwork
burden?

Mr. RossorTi. Well, I know that I have the data here on each
one of those changes, and I would have to look up precisely. I do
believe—I'm not sure about the estate and gift tax—I believe that
the schedule D changes which are the ones that dealt with capital
gains did have the effect of increasing the complexity—and while
I don’t have the precise data, I believe that they did. I can get that
for you, but I believe——

Mr. KUCINICH. It’s possible that there might be some changes
which the taxpayers find to be beneficial for them which simulta-
neously may increase the paperwork burden. Is that possible?

Mr. RossoTTi. Well, I believe that Congress passes certain provi-
sions which are designed in some cases to provide benefits to the
taxpayers; but in order to administer them, it does require some
additional forms, that’s true.

Mr. KucINICH. Thank you, Commissioner. Now, I read a GAO re-
port that was released yesterday showing that large foreign-con-
trolled corporations which are doing business in the United States
pay considerable less in U.S. corporate taxes than similarly sized
American companies.

For example, I think it was Robert McIntyre, who is the director
of the citizens for tax justice, I think he said that paying too much
or charging too little on paper transactions with their foreign affili-
ates is a typical way that multinational companies shift income out
of the United States for tax purposes.

My question, Commissioner, is the IRS committing adequate re-
sources to ensure that multinational companies are not inappropri-
ately avoiding paying their fair share of the taxes to this country?

Mr. RossoTrTi. Well, what you're addressing there is the issue of
transfer pricing which is one of the complex areas of the Tax Code.
It actually applies to both domestically controlled and foreign-con-
trolled corporations, and we do have—there have been actually
some additional regulations issued on that subject by the Treasury
Department within the last, I think, it was 2 years, that are spe-
cifically aimed at addressing that issue.

So it is an important area on which to focus. By the way, in our
new organizational structure, we will have a special group that will
be focusing on those kinds of things.

Mr. KucINIcH. Commissioner, I'm glad you’re acknowledging it is
important. My question is, do we have corporations in this country
who are basically shifting income out of the United States for tax
purposes?

Mr. RossorTi. Well, if they are, it would only be because we
haven’t been able to find out about it, because that is something
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that our audit program is designed to detect. And if we do find out
about it, they would certainly be given additional assessments to
reflect what the tax should have been. The program is not perfect,
but it is designed to address that kind of an issue.

Mr. KUCINICH. So can you report to this committee as to the
prevalence of that?

Mr. RossorTi. We will report back what data we have. I'm not
sure that we have an exact report on that particular subject. But
we will be glad to get back to you and report what information we
have.

[The information referred to follows:]

In response to a similar Congressional directive contained in our FY 1999 appro-
priation legislation, we recently completed a through study of the application and
administration of Section 482 - transfer pricing. The resulting report contains esti-
mates on the gross income tax gap related to transfer pricing, and describes some
legal and administrative developments undertaken by the Service to promote com-

pliance with section 482. Attached is a copy of the report which answers several
questions related to transfer pricing that are ongoing concers of the Committee.

Mr. KuciNICcH. Thank you very much, Commissioner.

Mr. HORN. I thank the gentleman and now yield 5 minutes to the
gentleman from Nebraska, Mr. Terry.

Mr. TERRY. Thank you. I appreciate that. If reducing taxes cre-
ates such a paperwork burden, perhaps we should just eliminate
them. Mr. Kucinich, I'm glad you’re going in the right direction
with us. I appreciate that, Dennis.

Today, some of my good friends back in Nebraska are filing their
taxes with the help of tax preparers, and they fall into the classic
group that you wouldn’t think would use a tax preparer. And I
keep hearing the argument and tax application that so few actually
itemize and need it; but yet, at least in our local paper, in the last
week showed that almost 60 percent now are using tax preparers.

First of all, my background is small business; and there’s no way
I can run a small business without having both a bookkeeper and
a CPA to keep track of all what I need to do to prepare for our
taxes.

But I'm focusing my questions on the individuals, the hard-work-
ing people that shouldn’t have to hire H&R Block; and if you've
seen some of the commercials from some of the tax preparer com-
panies, they feed off of this now, the complication in the forms and
the paperwork and put the fear into the average citizen that the
code—and I think that fear is real—is just too complex.

So first of all; what paperwork reductions and simplification is
the IRS pursuing for fiscal year 1999, 2000 that will benefit specifi-
cally the individuals and the individual preparers?

Mr. RossoTTI. The individual taxpayer. One of the areas that has
the characteristic of being designed to be a benefit for individuals
are things like, the child-care credit and the earned-income tax
credit. They are precisely the kind of thing that affects many indi-
viduals; but they also have the characteristic that they require
sometimes an additional form to fill out, or in some cases, a com-
plicated definition of a complicated form.

So one of the areas that we have, as I mentioned in my remarks
to Mr. McIntosh, as part of our strategy, is to try to make some
selected forms and some selected areas that affect a large number
of people. And with the aid of some outside contractors, to redesign
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these to make them easier for people to fill out. And this is actually
an example of two that we’re working on exactly in that area. One
is the child credit, which is the $500 per-child child credit, which
is very important—and it’s one of the reasons refunds are up 15
percent this year. In our earlier version it had, you know, this par-
ticular form, which admittedly is not a real user-friendly kind of
a form. But it has the information on it that you needed.

What we’ve done, with the aid of our contractor—and we haven’t
gotten this out yet; I'm giving you a little bit of information—we
got this form—and I know you can’t see it, but it’s got the informa-
tion you need. It’s a lot simpler and it reduces the number of lines.
Now there’s another form that some people need which is called the
additional child tax credit. And, you know, this is even a more com-
plicated one.

Unfortunately, they’re not as successful as in eliminating that,
because it still—it is a little bit easier but it still has nine lines on
it. That’s because with all the research that has been done, the
lowest that you can get down do. Nevertheless by doing this kind
of a process, we can really affect a significant number of people
who want to take the child credit but who have to fill out this form
to get through it.

Another area that’s basically the same kind of a process is the
earned-income tax credit which similarly affects, by definition,
lower income people. It also has significant complexities. So those
are some of the steps that we’re taking in order to deal with this
issue.

Another relavant area is our phone service. When people do fill
out tax forms themselves, they sometimes need to ask questions.
It’s not the form itself. We tried to improve our phone service, and
we have improved it. We added 24-hour-a-day, 7-day-a-week phone
service. I personally sat in over this filing season in a number of
different locations and listened to these calls.

And, of course, a significant number of them do come in, pre-
cisely from the kind of taxpayer that youre referring to, a person
that might be low to middle income. They might be trying to get
one of these credits. They know that there is such a thing, but
they’re not quite sure how to do it. And so in addition to simpli-
fying the forms, we try to provide phone service as well, and Inter-
net service, by the way, to help those kind of taxpayers. So that’s
the kind of strategy that we’re attempting to pursue to deal with
the kind of situation you're talking about.

Mr. TERRY. I appreciate that.

Mr. HORN. Is the gentleman yielding back his time?

Mr. TERRY. I will yield back my time.

Mr. HoOrN. I will take 6 minutes then if he’s yielding back 1
minute, just to round this out as far as the management side is
concerned. At our March 1, 1999, hearing the General Accounting
Office discussed the weaknesses in computer security at the Inter-
nal Revenue Service. Both internal and external weaknesses were
listed.

I wonder to what degree you’ve had an opportunity as Commis-
sioner to review that matter, and what is happening to assure the
security privacy laws, all the rest.
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Mr. RossOTTI. I'm going to ask Mr. Cosgrave to join me up here.
He’s been already sworn in, so we don’t have to ask him to do it
again.

Mr. HORN. It isn’t Charlie McCarthy and Edgar Bergen?

Mr. RosSOTTI. As I think you know, you met him. He came in
also from the outside to help me with this. And I think that before
either of us got there, I do want to say this was a matter that was
very seriously—you know, it was acknowledged there were serious
problems, physical security and computer security. And there was
an important step taken to set up a high-level security office that
reports to the Chief Information Officer. We have two senior indi-
viduals that actually happen to come both from GAO, and we
think, are world class in the security area. They have put together
a multiyear plan. This is not a 1-year plan. I think—it’s I forget
how many specific line items that deal with both, with all dimen-
sions of security.

I think we’ve got about three-fourths of those implemented. Now,
I would like to ask Paul to elaborate just a minute.

Mr. HORN. Try to do it in a minute, because I've got a lot of ques-
tions.

Mr. COSGRAVE. Very quickly, this program identifies risks from
the most serious and works down. So we start where we have the
most potential with our main computer sites, then we go to our
service center computer sites, then our district field offices, and
then our, what we call POD locations throughout the country.
There’s some almost 800 locations, so it’s quite an extensive num-
ber of facilities that we have to track security on.

The program that is run by Mr. Baptiste, who is actually here
at the end, is a very extensive program. It’s over 60 people in his
employ overseeing that program, and we’ve been working down the
risks. We've, in the computer area, already corrected over 80 per-
cent of the risks that were identified in that GAO report over 2
years ago. And we'’re continually managing the risk.

Mr. HORN. You have equipment to trace who is interfering, or do
you not in terms of high school students, and saying, gee, let’s see
what’s in the IRS files today?

Mr. COSGRAVE. Yes, we have most of the standard technology in
place. In fact, we work with NAS and other folks in terms of mak-
ing sure we're up to date on all of that.

We employ firewalls and things of that sort, which essentially
keep the parts of the IRS such as the Web site—whose use has in-
creased about 153 percent this year, over 600 million hits this year
in people accessing it for legitimate purposes—isolated through
firewalls so that they can’t get into any of the taxpayers'——

Mr. HORN. How many accessed that were not legitimate taxpayer
purposes? Do we know that?

Mr. CoSGRAVE. I don’t have specific data for you on that.

Mr. HORrN. The answer is no.

Commissioner, are you optimistic that that can get under control,
at least in the next 6 months?

Mr. RossoTTi. Excuse me?

Mr. HORN. Are you optimistic that you will have the security sit-
uation solved in the next 6 months, as GAO, General Accounting
Office, noted?



58

Mr. RossOTTI. I do not believe that we will have everything
solved in the next 6 months, no. I think we have already addressed
the top two levels.

Mr. HORN. This is a high priority?

Mr. COSGRAVE. Chairman Horn, as I indicated, over 80 percent
of the GAO problems have been identified. It is very difficult for
us in open session here to give you any specifics just because of the
nature of the topic. So in closed session we would be glad to give
you a lot more detail.

Mr. ROSSOTTI. But in answer to your question, it is absolutely a
priority, and I think we have already addressed the more high risk
issues, frankly.

Mr. HORN. Let me ask briefly, this is before your time, Commis-
sioner, but the IRS blew $4 billion on a computer system that
didn’t work. Isn’t there a chance that some major businesses,
maybe mail order businesses or something, have computers that
you can get them off the shelf that would solve some of your prob-
lems? You are an expert in this area. How do you feel about that?

Mr. RoSSOTTI. Actually, the two of us both came from the same
kind of background. We were competitors with each other, but we
are on the same team now. We both went through 25 years in the
business of doing those same kinds of systems; and I think here,
because we are determined to not let that kind of problem happen
again, I think on the specific issue of using off-the-shelf software,
our strategy is to use outside expertise. That is why we have Com-
puter Sciences Corp. to help us do this and to use off-the-shelf
products as much as we can.

Now, we can use a lot of off-the-shelf products. Certainly all of
the basic technology can be off the shelf, all of the operating sys-
tems, the hardware and telecommunications and those things; and
in some cases there is application software that we can use. It does
have to be integrated because we are in a tax processing environ-
ment, so it isn’t like we can take the whole thing off the shelf.

Mr. HORN. My penultimate question here is how much has IRS
written off that they cannot collect? When I got my debt collection
bill with Mrs. Maloney on the books in 1996, that situation was at
about $110 billion, and she had—the then commissioner had an-
other pool of $60 billion and thought she could collect more out of
that, but there was no organization. So what is happening on that
front?

Mr. RossotrTi. Well, this is a topic of longer discussion, but I
think that—you know, the IRS, the way it is done now in terms
of tracking accounts receivable, is very confusing, frankly, very con-
fusing and not a very management-oriented approach. But part of
it is because of the losses. We have to keep everything that is on
it for 10 years, and that adds up to a number that is $222 billion,
which is the number that is published. But as GAO has noted, that
is not comparable to what anybody in the real world would con-
sider. There is about $103 billion that is potentially realizeable re-
ceivables, that is, about half that have some potential for collecting.
But when you really get down to what GAO considers to be, you
know, the normal receivable, the actual financial receivables, that
gets down to about $23 billion, which is a more realistic estimate
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of what the total receivables are, that we are in the collection busi-
ness to go after.

Mr. HORN. So you are organizing a systematic collection business
to go after it?

Mr. RossoTTI. We are, but I again want to be very frank and re-
alistic about this topic, OK? I mean we have massive room for im-
provement in the way the IRS goes about our whole collections
process. Collection is one of our main businesses, but we have some
very archaic computer systems. They, in turn, constrain what we
can do. We have some organizational structures that are not very
conducive to a modern approach. So a major part of our whole reor-
ganization, our new technology, those two pieces are going to ad-
dress the issue of really positioning us to do what I consider to be
a far more modern kind of approach to doing collections. There is
very significant room for improvement over time, but it is not going
to be fast.

Mr. HORN. Before you arrived, I suggested that they use regular
bill collectors, and I was given this argument: oh, no, the privacy
laws. The privacy laws I don’t think pertain here. Just give them
the address, give them the amount, have them knock on the door.
If they can’t get it and there is something that the IRS, the client,
customer thinks about and says, gee, you know, that is where my
fight is, fine, bring IRS into it. But in the meantime, if you don’t
go after debts, people think it is a grant within a few months. Gee,
you know.

Of course, I regarded the $110 billion back in 1995—it started
mostly in 1991, but really accelerated. I regard that as a national
scandal that we can’t lower that amount. And I don’t know—you
know, people listening today say, gee, why should I file my tax
form when somebody is in that pile of $110 billion or whatever. So
that bothers me.

I will save my final question for the next round, and I will yield
to Chairman McIntosh now.

Mr. McINTOSH. I notice that our colleague, Mr. Ryan, came in,
so I will yield my time to him if he has a question; and then I will
take mine on the next round.

Mr. HORN. Fine.

Mr. RyAaN. Commissioner, I would like to ask you a couple of
questions about the complication of the duplication required in our
various tax forms. Have you made a crosscutting analysis on how
we can weed out the type of duplicative information required on
different tax forms? Specifically, I just went through the experience
of going through my schedule D, looking at schedule E, a lot of the
same information is required on those things. Have you identified
a solution toward routing out that type of duplication? If not, what
is the status?

Mr. RossoTTI. Well, could I ask my colleague here to come up
and answer that specific question? This is Lynda Willis who has
joined us. She was formerly with GAO and is working with me on
this particular initiative.

Ms. WiLLis. Congressman, we have not put in place a program
that would look at every single item on a form or a set of forms
for redundancy. One of the things that we hope to do under the
new burden methodology we are developing is that after we iden-
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tify sources and causes of burden, we will then go in and look at
the entire inventory of forms used by a particular set of taxpayers
and do exactly what you are talking about. Specifically, is there a
way that we can take the whole inventory and streamline it in
such a fashion that we reduce redundancy; and make it less bur-
densome and easier for the taxpayer to comply.

Mr. RYAN. When is this going to be ready?

Ms. WiLLIS. We are into the design phase of the new burden-esti-
mating methodology. By that I mean we are identifying the survey
instruments that we need to collect the data. We are in the process
of getting feedback from focus groups of taxpayers.

One of the things that we want very much to know from tax-
payers is an issue that came up earlier, around what are the cir-
cumstances under which you decide to use a preparer, or prepara-
tion software. We hope to be out and have the structure of the
model finished with this summer, but my best guess is it probably
will not be up and operating until fiscal year 2001.

Mr. RYaN. Do you have a time line that you have prepared as
an objective? And what are the final results that you hope to
achieve with this?

Ms. WiLLIS. We hope to achieve a burden model that will not
only estimate the amount of time that taxpayers spend complying
with the Tax Code from start to finish, prefiling, filing and
postfiling, but also to be able to develop a model in such a fashion
that we can look at segments of taxpayers, as well as types of ac-
tivities, and essentially disaggregate the data to a point where we
can identify specific types of initiatives that IRS can undertake
that will reduce burden across the board.

For example, in some cases when we are looking at postfiling
burden, we are better off looking earlier in the process and pre-
venting the problem in the first place. This model is designed to
allow us to look at that and also to look at where our resources can
best be spent in assisting taxpayers to comply and understand the
Tax Code.

Mr. RossOTTI. Could I just make one additional comment. One
of the reasons that we really need to rethink this whole thing is
because of technology. I mean, with tax preparation software and
with things like including some that is now available for free on
the Internet, it really changes the whole way that you do things,
because, for example, you can enter something once and it picks it
up on the other form. So it is not just the forms design; we need
to look at the technology that people use.

Mr. RYAN. I understand that we need to do a new model, but we
have a lot of duplication that exists right now; and in the interim,
with the fiscal year 2000, with the fiscal year 1999 tax work we
are doing in preparation of the new codes for next year, aren’t
there interim things you could do to weed out this problem of du-
plication we have?

Mr. RoSSOTTI. Just before you came in I made a commitment to
Mr. McIntosh that we would take another look at the 2000 pro-
gram. Because of a number of things we discussed, our organiza-
tional capacity, the Tax Code changes, that chart would show what
we have to do to change one line on the form. We can’t, frankly,
commit to say we will review every form for duplication, although
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I don’t want to imply that there is nothing we can do. I think it
is certainly a very good request and a fair request that we take a
look at the plan that we have for 2000 and see if—there are some
things under way, but perhaps there is more that we can do, and
we will take a look at that. As a matter of fact, we will report back
to you.

[The information referred to follows:]
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RESPONSE: The IRS has a multifaceted strategy to simplify tax filing
requirements and to reduce taxpayer burden. We have several
initiatives underway to address both issues in the short and long
term:

. The Simplifying Filing Research Strategy consists of several
projects to analyze errors made on returns, profile taxpayers
by filing requirements over time, and determine which
aspects of the form completion process need simplification
the most. We will also use the results of the analysis to find
ways to migrate taxpayers to simpler returns. The projects
are scheduled for completion in November 1988. Using the
results from these analyses, we will identify specific
simplification and burden reduction opportunities, develop
possible treatments, focus test the treatments, make
appropriate changes to tax products and monitor results.

. We have been working with a contractor fo redesign the
eamed income credit and child tax credit forms and
instructions. We will incorporate some changes in the fax
year 1999 individual income tax instructions to improve
comprehension and reduce errors. The instructions will be
modified to move complex issues from the instructions to a
new publication for the child tax credif. This change will
make the instructions simpler for the majority of taxpayers
whose situations are more straightforward. Other, more
extensive design changes will be phased in as systemic
programming modifications can be implemented.
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5.

For tax year 1999, taxpayers who only have capital gain
distributions will no longer have fo file the 54 line Schedule

- D. Instead, they will check a box on Form 1040 and use a
15 line worksheet to compute their tax.

We are applying innovative writing technigues to more
effectively explain complex information and replacing
detailed narrative descriptions with reduced discrete steps or
actions for taxpayers to follow. Employees and managers
have been irained by a contractor to use these techniques.

The major revision for the Form 5500 series (Employee
Benefit Plans) has been approved by the Office of
Management and Budget for implementation in the 1999
plan year. The simplified forms will be due by July 31, 2000
and a contractor is also developing scannable forms to
further improve the reporting process. The Form 5500-C/R
has been eliminated while Form 5500-EZ remains.

We have established internal focus groups fo get feedback
on proposed changes to forms and instructions more quickly
than with external groups. The focus groups will help us
identify sections of the forms that are difficult to understand
so we can target areas for improvement and simplification.

We are not aware of unnecessary duplication in the tax

" forms. In order to respond to the issue of duplication, we
need examples of specific situations where this is evident.
As we develop new forms and revise existing ones to
incorporate legislative, regulatory and other changes, we try
to.eliminate unnecessary duplication. The new burden
estimating methodology we are developing wili help us
better identify sources and causes of burden and initiate
remedies to simplify the tax forms.
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Mr. RYAN. Yes, because when we have a goal 2 years out, it al-
ways seems to be pushed back every 2 years.

Mr. RossoTTI. We are trying to do basically everything on two
paths. One path is what we can do now in the next year; and we
can only do a few things, but we have quite a few under way. We
have to prioritize those. And then we are developing a whole new
methodology in order to get us in better shape for the future. Natu-
rally, there is a lot of pressure to put more things into the current
year, and we can’t always accommodate them; but we will take a
look at the suggestion. I think it is a good one, and we will see
what we can come up with for 2000.

Mr. RYAN. Thank you. I yield back to the chairman.

Mr. McINTOSH. Mr. Chairman, I have a whole different ques-
tion—this is a different subject matter—but while I have you, it is
an area I have been working on. Jerry Weller and I have intro-
duced a bill to eliminate the marriage penalty and there are sev-
eral ways of doing that. But I wanted to ask you if you have fo-
cused at all on that, and if you would agree with us that the mar-
riage penalty undermines or causes harm to the family structure
when you place that additional financial burden on them.

Mr. RossorTi. Well, I don’t want to appear to be ducking your
question, but I think in this case I have to say that we have a pret-
ty clear delineation between what the Treasury’s responsibility is,
and what IRS’s is; and a question like that is really one that is not
within my scope. I have a big scope at the IRS, but there are some
limits on it. I think that that really is a tax policy question, and
I am afraid I will have to defer to the Treasury on it.

Mr. McINTOSH. OK. I might ask your help in getting someone
over there to focus on that as well, but I thought I would check
while you were here. Thank you.

Mr. HORN. Well, I am sure the Commissioner is in favor of mar-
riage.

Mr. RossOTTI. Yes. I don’t think that is outside my scope to say
that I am in favor of marriage, yes.

Mr. HoORN. I yield 5 minutes to the gentleman from Ohio, the
ranking Democrat.

Mr. KucINICH. Thank you very much, Mr. Chairman.

Commissioner, when Congress acted in the last term out of con-
cern for how the American taxpayers were being treated by IRS
personnel, the intention was to make the IRS more taxpayer
friendly.

Can you give us an accounting as to how the work which Con-
gress had asked for was done inside the IRS to communicate to the
employees the importance of being gentle with those taxpayers who
may have some conflicts with the IRS or may have some questions
that they need help in answering?

Mr. RossoTTI. I think that you are right. That basic direction is
the direction we have been given. I think it goes even a little bit
more than just being friendly. I think what we are trying to do is
go beyond that and actually understand what the taxpayer’s prob-
lem is, and we are trying to be as helpful as we can in trying to
solve problems. There are many things we have done, but let me
just summarize a few.
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For sort of a typical average taxpayer we have tried to be more
accessible this filing season by opening the phones 24 hours a day,
7 days a week and opening on Saturdays for people to come in in
person and get information and help. That has been very important
for the filing season.

A second thing is for the people who have more difficult kinds
of problems that have been lingering—and we unfortunately have
some of those. For those, we have set up what we call problem-solv-
ing days, where each month, in every area of the country, we have
special days where people can come in and make appointments. We
have quite a few people there from different parts of the IRS, so
they can solve problems quickly. We have also reorganized the
whole national taxpayer advocate organization which is there to ba-
sically assist any taxpayer that doesn’t get the service that they
need.

More broadly than that, we have developed a whole new system
of measurements, and this really goes to the heart of your question
about how do we get across to people what they should be doing,
whereas previously the focus was very heavily on only how much
“enforcement dollars” were brought in. We have eliminated that
system and we are rolling out a whole new system of the way we
measure performance for our organization. We are also rewriting
all of the job descriptions for every one of our frontline contact em-
ployees. I could go on and on. I don’t know how much longer you
want me to say it, but there is an entire program of training that
goes beyond—goes with this. Millions of person-hours of training,
are being invested this calendar year and this fiscal year to basi-
cally deal with these kinds of subjects.

So it is a very broad comprehensive program, but even with all
of that, it is a multiyear program. It is not something that we are
going to claim is going to be successful or completed this fiscal
year.

Mr. KuciNnicH. Well, as painful as the experience of having to
meet the tax man happens to be, I am sure the American people
want to know that you are taking steps to make sure that such an
encounter is done with less intimidation, which the American tax-
payers feel they have experienced in the past.

Mr. RosSOTTI. I couldn’t agree more.

Mr. KUCINICH. So is there a way that you can communicate to
the Congress the kinds of success that you have experienced in this
new attempt by the IRS to be more responsive and even more serv-
ice oriented?

Mr. RossoOTTI. I think that there are a number of things that we
could communicate. I would be glad to give you additional informa-
tion about some of the activities we are getting. Of course, the feed-
back from the taxpayers is something that is going to take time,
but one of the key things that I think will be a measurement, is
that we are actually surveying. Every time we have a transaction
with a taxpayer, whether it be audit, collection actions, phone call,
we now have an outside market survey firm that is doing a statis-
tical sample of the people we interact with and getting ratings by
the taxpayer of how they feel about this. Now, this is going to take
some time to accumulate the data, but by the end of this fiscal year
we will have some of that data to report.
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Mr. KuciNicH. I think that is good. Congress obviously would be
interested in getting some feedback about how our constituents are
being treated and we would also welcome hearing from constitu-
ents on the issues and how the IRS’s new approach is working. I
am confident that under you, Mr. Rossotti, that the IRS is going
to respond to the challenge; and I know that you have a lot—you
know, you have a lot of really good, competent employees who I
think are easily adaptable to a call for more responsiveness, more
service oriented, and more congenial approach to this very difficult
job of collecting taxes.

Mr. ROSSOTTI. Actually, I appreciate that comment, and I am
sure our employees do. Because I have to tell you that I haven’t
met very many employees who like to make taxpayers unhappy.
Sometimes they have to give them an answer that they don’t like,
but I think with this training and additional support we are al-
ready finding that there can be a far better relationship. In the
vast majority of cases there does not need to be an adversarial rela-
tionship between an individual one-on-one and an IRS employee.

Mr. KuciINICcH. Please let the employees know that we appreciate
their efforts to be more responsive.

Mr. RossorTl. I will. I appreciate that very much.

Mr. HORN. I agree with the gentleman from Ohio, and what has
been lacking in IRS, very frankly, is good management. And I
would hope—and I think you will provide that good management—
and I would hope that extensive training goes on from supervisors
up to management.

Mr. RossOTTI. I really want to stress that I know it is not the
subject of this hearing, but in the appropriations hearing and in
the other hearings, I want to stress that in terms of short-term and
the most immediate need, rectifying what I call the training deficit
or the training gap is absolutely critical. I mean every employee
that I have talked to virtually identifies that as the No. 1 con-
straint they have in terms of providing good service to taxpayers,
and we are investing a very significant amount of time and train-
ing in this fiscal year.

Mr. HORN. My last question—and we will go into recess for a few
minutes, Mr. McIntosh will be back—the IRS Restructuring Act of
1999 required the creation of an Internal Revenue Service over-
sight board. Under that law, the President was required to submit
nominations within 6 months of enactment. It has now been almost
10 months and the President has not yet sent one name even for
consideration by the Senate. I want to read to you into the record
a letter which went today to the President from the Majority Lead-
er of the House, Mr. Armey, the distinguished Ph.D. economist,
and also one who is vitally interested in good management in the

executive branch and works very closely with our subcommittee.
He said,

Dear Mr. President: Last summer after extensive review of the abusive practices
of the IRS, this Congress passed, and you signed, the Internal Revenue Service Re-
structuring and Reform Act of 1999. This historic piece of legislation forces the IRS
to be more honest, open and fair to the American taxpayer. A major part of that
law was the creation of the IRS Oversight Board for which you were required to
submit nominations within 6 months of enactment. It has now been almost 10
months, and I am deeply disappointed that you have yet to submit even one name
for consideration by the Senate. In passing and signing this law, you joined us in
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not only reforming the IRS, but in promising to vigilantly oversee its future actions.
Your failure to submit nominations for the oversight board breaks that promise.
Today, on the day when so many Americans are struggling with the intrusive com-
plicated Tax Code, I urge you to meet your legal obligation to IRS oversight. Ignor-
ing this duty demonstrates to the American people that IRS abuses are not a major
concern for this administration, and American taxpayers deserve better. Respect-
fully, Dick Armey, Member of Congress, Majority Leader.

Now, do you have any idea, Commissioner, why the President is
not meeting his legal obligation to IRS oversight?

Mr. RossorTi. Well, the only information I have is that the nomi-
nee—there has been a set of nominees that are going through the
vetting process which takes some time, but beyond that, I really
don’t know. I have no idea.

Mr. HORN. So some have been submitted to the White House
from various sources?

Mr. RoSsOTTI. I really think it is better to talk to the White
House. I really am not part of that process except very indirectly,
so I can’t really comment.

Mr. HORN. Well, obviously the Secretary of the Treasury is the
one that should be submitting them, and I am sure that either the
letter will be sent to him by the White House, but somebody ought
to conform with the law, and I think that is what this gets down
to. I realize you aren’t in it. That is above your pay grade, as the
saying goes.

Mr. RossorTi. That is correct.

Mr. HORN. But we thank you for coming here, and we thank you
for your excellent testimony, and as I have told you for years, you
are the guy that can get the job done. So thanks very much.

Mr. HORN. Panel two can be seated now, and Mr. McIntosh will
preside in a few minutes. We are in recess until he returns.

[Recess.]

Mr. McINTOSH [presiding]. The subcommittee will come to order.

I now call forward the second panel. Let the record reflect that
Chairman Horn asked each of the witnesses to take the appro-
priate oath and they are duly sworn in.

Our first witness on the second panel is Mr. Nye Stevens, who
is the Director of the Federal Management and Workforce Issues
of the General Accounting Office. Mr. Stevens, as Mr. Horn pointed
out, your written testimony will appear in the record. Feel free to
share with us a summary of that testimony.

STATEMENTS OF NYE STEVENS, DIRECTOR, FEDERAL MAN-
AGEMENT AND WORKFORCE ISSUES, GENERAL ACCOUNT-
ING OFFICE; DEIDRE A. LEE, ACTING DEPUTY DIRECTOR
FOR MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET;
AND JAMES R. WHITE, DIRECTOR, TAX POLICY AND ADMIN-
ISTRATION ISSUES, GENERAL ACCOUNTING OFFICE

Mr. STEVENS. I will be very brief in describing the work that we
have recently done on the Paperwork Reduction Act, which re-
quired OMB to establish goals for the executive branch to reduce
the paperwork burden that it imposes on the American public by
25 percent, from the approximately 7 billion hours that it imposed
in 1995.

The bottom line is that there has barely been any reduction, less
than one-half of 1 percent over that 3-year period, and projections
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in OMB’s latest Information Collection Budget that are just re-
leased show that the burden, rather than going down in the next
2 years, is actually going to be going up, and up by hundreds of
millions of hours.

There is no question that IRS, from whom you just heard, ac-
counts for the vast majority of this burden, more than 80 percent
of it. And it was an increase in the IRS burden that offset a 23 per-
cent reduction among the other agencies of government and re-
sulted in the fact that the overall government burden on the Amer-
ican people was kept about even for that 3-year period. If it were
not for a 7 percent increase in the IRS burden, the rest of the gov-
ernment would have come close to meeting that 25 percent goal for
the past 3 years. IRS also accounts for about 85 percent of the 468
million hours of increased paperwork that is projected for the next
2 years.

It is the Office of Information and Regulatory Affairs at OMB
that is meant to monitor and control the paperwork load. Our re-
views of their actions have shown that in many ways they have
fallen short. For each of the past 3 years, for example, they did not
set agency goals for paperwork reduction until the year was almost
over, and it was far too late to serve as a goal in the sense of affect-
ing agency behavior during the year. OMB also sees no necessary
connection between the governmentwide goal which is set in law
and the goals of individual agencies. So even though OMB can
show you in writing that it has a goal of reducing paperwork by
5 percent this year, in fact the Information Collection Budget will
show that the individual goals add up to an increase, not to a de-
crease, and of course that is led by IRS.

The second general issue you asked us to address was the matter
of expired OMB authorizations to collect data. The Paperwork Re-
duction Act prohibits agencies from collecting information from the
public unless OMB has approved the data collection and given it
a control number so that the public will know that it is authorized.
OMB may not approve a collection for more than 3 years at a time.

Now, our review of information that OMB provided to you, Mr.
Chairman, shows that there is a troubling disregard by the agen-
cies for this control mechanism. First of all, the current informa-
tion budget contains a 59-page listing of more than 800 violations
of the act, including continuing collections whose authorizations
have expired, and collections that were never authorized in the
first place. The information that OMB provided focused on the larg-
est of these collections, those that involved more than 500,000 bur-
den-hours. Seventeen were being carried out after OMB’s approval
had expired, and we added to that another 11 that had continued
for a period of time, a limited period of time because they were re-
authorized; but they were operating without an authorization for
some period of time. These added up to more than 111 million
hours of unauthorized burden. And I would point out that this is
a real cost for the American people. Using an OMB figure of $26.50
an hour of time that is devoted to tax paperwork, we estimated
that those 111 million hours cost the American public more than
$3 billion.

As disconcerting as these violations are, it is even more troubling
that OMB treats the expirations of authorized collections as a re-
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duction in burden. So if the authorization for a collection has ex-
pired, when OMB totals up the burden at the end of the fiscal year,
OMB counts it as a reduction. Even though in many cases the in-
formation continues to be collected, and the public notices no dif-
ference.

I can use the Department of Agriculture as an example of this,
Mr. Chairman, because you are about to hear from them. USDA
can be seen as one of the success stories. It reduced its reported
burden by 59 million hours since the end of fiscal year 1995 to a
total of 72 million hours. However, this total ignored five large data
collections where the authorizations had expired and they were not
in effect at the end of the year, even though the information was
still being collected. This totaled about 15 million hours. We found
another 3 million hours that were associated with 57 other collec-
tions in the list of violations of a somewhat smaller scale. So the
real agriculture burden we calculate at about 90 million hours in-
stead of the 72 that are shown in OMB’s current report.

OMB is certainly on record as taking the compliance problem se-
riously, but it claims it does not have the power to do much about
it other than publish the violations as they have indeed done in the
list that we just referred to. We think that OMB could do more
than that, including bringing to bear the influence of the budget
examiners, the resource management officers and even the Vice
President who is charged under Executive Order 12866 with a
coordinative role over regulatory review and policy. I would be glad
to respond to any questions you have.

Mr. McINTOSH. Let me ask you to repeat that to make sure I un-
derstood it fully. What was that that you said at the end of your
testimony?

Mr. STEVENS. I said that OMB is not really powerless in its abil-
ity to police violations of the act which are substantial, that it can
certainly use the budget powers of the agency, but it could also—
I believe our statement calls for using the influence of the Vice
President, who is charged under Executive Order 12866 with a
coordinative role over regulatory policy and review.

Mr. McInTOSH. Thank you, Mr. Stevens.

[The prepared statement of Mr. Stevens follows:]
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Surmnmary .
Paperwork Reduction Act: Burden Increases
und Unauthorized Information Collections

The Paperwork Reduction Act of 1995 (PRA) required the Office of -
Management and Budget (OMB) 1o establish goals to reduce the federal
govemment’s paperwork burden by 25 percent by the end of fiscal year
1998, H: , the g ide burden-hour esti in OMB’s
Information Cellection Budget (ICB) declined by less than one-haif of 1
percent during this period, remaining at nearly 7 billion burden hours. The
Internal Revenue Service (IRS}) accounts for about 80 percent of the
governmentwide burden, and an increase in IRS estimated burden
between 1995 and 1998 offset the decreases in other agencies’ estimates.
IRS said the i in its burd i was primarily because of
increased economic activity and new statutory requirements to collect
informatior. For example, the Taxpayer Relief Act of 1897 reportediy
increased IRS’ paperwork burden by more than 92 million hours. Bath IRS
and non-IRS agencies expect their paperwork burden to increase during
the next 2 years, with the largest increases expected to oceur at IRS.

OMB’s Office of Information and Regulatory Affairs {OIRA) has not fully
isfied all of the requi that the PRA assigns {o that Office. For
le, OIRA established gover wide burden-reduction goals late in
each of the past 3 fiscal years, and the Office sees no necessary connection
between the agencies’ goals and the governmentwide goal.

OMB data provided to the Subconymitiee on expired paperwork
authorizations indicate 8 troubling disregard by agencies for the PRA
requirement that they obtain OMB approval before collecting information
from the public. OMB indicated that 17 information collections were being
carried out after OMB’s approval had expired, and 11 ether collections had
been continued for a perjod of time in violation of the PRA. These
coliections imposed more than 111 milion hours of estimated burden in
recent years, with an estimated cost to the public of about $3 billion.
OMB'’s ICB for fiscal year 1900 indicates that there were many other PRA
violations in addition to those provided 1o the Sub Alse, the
ICB reflects the burden hours associated with these expired authorizations
at the end of the fiscal year as burden reductions. Therefore, some of the
burden reductions claimed in the ICB did not really occur. OMB cando
more to encourage agencies to comply with the PRA, including notifying
the President’s Management Council and the “budget side” of OMB of
agencies’ PRA violations. .

Pagel GAOT-GLED-93-T8
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Background

I am pleased to be here today to discuss the implementation of the
Paperwork Reduction Act of 1995 (PRA). As you requested, I will
summarize our recent reports and testimonies on the PRA' and provide our
analysis of data on expired paperwork authorizations that were recently

bmitted to the Sul ittee by the Office of Management and Budget
{OMB).

In brief, our reports and testimonies all indicate that federal paperwork

burden estimates have increased dramatically since the PRA was first
enacted in 1980, although some of that increase is due to changes in

measurement techniques, A ies’ burden esti have inued to
increase since 1995 despite congressional expectations for reductions in
federal paperwork burden. The i in the gover ide

paperwork estimate appears largely attributable to continued increases in
the Internal Revenue Service’s (IRS) estimates. However, IRS said these
increases are due to increased economic activity and new statutory
requirements—factors it does not control. In addition,we believe that
OMB’s Office of Information and Regulatory Affairs (OIRA) has not fully
satistied all of the responsibilities that the PRA assigns 1o that Office.

Regarding the data that OMB provided to the Subcommittes, we believe it
indicates a troubling disregard by agencies for the requirement that they
obtain OMB approval before collecting information from the public. Using
OMB'’s measure of the costs associated with federal paperwork, we
estimate that agencies have imposed at least $3 billion in unauthorized
burden in recent years. OMB can do more to encourage agencies that are
not complying with the PRA to come into compliance, and we offer some
options in that regard.

Before discussing these issues in detail, it is important to recognize that
some federal paperwork is necessary and can serve a useful purpose.
Information collection is one way that agencies carry out their missions.
For example, IRS needs to collect information from taxpayers and their
employers to know the amount of taxes owed. Next spring, the Bureau of
the Census will distribute census forms to millions of Americans that will
be used to apportion congressional representation and for a myriad of
other purposes.

‘Paperviork son: Burden ian Gosl Usdikely Te Be Met (GAO/R-GGDRCED 85188, June
5, 1996; Py edustion; Governmentwide TUnlikely To (GAO/T-GGDI7-114, June
4, 1997); Regulatory Manageme locted OMB Resnonsibilities Under the

ent:_tmplementation of Sel
Wm {GAO/GGD-98-120, July 9, 1898); and Paperwork Reduction Act:
Implementation at IRS (GAC/GGD-934, Nov. 16, 1998).

Paged . CAOIT-GOD-98-78 .
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However, federal agencies have an obligation under the PRA to keep the
paperwork burden they impose as low as possible. The original PRA of
1880 established OIRA within OMB to provide central agency leadership
and ight of i ide efforts {o reduce unnecessary
paperwork and improve the management of information resources. Under
the act, OIRA has overall responsibility for determining whether agencies’
proposals for collecting information comply with the act.” Agencies must
receive OIRA approval for each information collection request before it is
implemented OIRA is also required to keep Congress “fully and currently
informed” of the major activities nnder the act and must report to
Congress on agencies’ progress toward reducing paperwork. Te do so,
OIRA develaps an Information Collection Budget (ICB) by gathering data
from executive branch agencies on the total number of “burden hours”
OQIRA approved for collections of information at the end of the fiscal year
and agency estimates of the burden for the commg ﬁsca! year. The PRA of
1995 defines the term “collection of " ag to
be obtained, soliciting, or requiring the disclosure to third parties or the
public, of facts or opinions by or for an agency, regaydiess of form or
format.”

Burden hours has been the priticipal unit of measure of paperwork burden
for more than 50 years and has been accepied by agencies and the public
because it is a clear, easy-to-understand pt. H , Hisimp

1o recognize that these esti have Hmitath Estimating the amount
of time it will take for an individual to collect and provide information or
how many individuals an information collection will affect is not a simple
matter. Therefore, the degree to which agency burden-heur estimates
reflect real burden is unclear. Nevertheless, these are the best indicators
of paperwork burden available, and we believe they can be useful aslong -
as their limitations are kept in mind.

Federal Paperwork
Burden Estimate Has
Increased

Although referred to as a “budget,” the ICB does niot limit the number of
burden hours an agency is permitted to itnpose. As figure 1 shows, federal
agencies’ annual paperwork burden-hour estimate rose from about 1.5
billion howurs in 1980 to about 7.0 billior hours by the end of fiscal year
1995—just before the PRA of 1995 tock effect. The figure also shows the
degree to which IRS' paperwork estt drives the gover i
estirate.

“The act requires the Director of OMB to delegate the authority to admirgster all functions under the
act to the Administrator of OIRA but does not relieve the OMB Director of responsibility for the
administration of those functions. Approvals ta vollect information are rusde on behalf of the OMB
Director. In this testimony, we generally refer to OIRA or the OIRA Adrainistrator wherever the act
assigns responsibilities to OMB or the Director.

Page 3 GAGMT-GGD-99-T8
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Figure 1: Changes in RS and
Governmentwide Burden-Hour
Estimates Between Fiscal Years 1980
and 1995

‘Eurdan hours (in biliions)
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Sources: OMB and the Dapariment of the Treasury.

As you can see, a large part of the increase in the governmentwide burden-
hour estimate during this period occurred in 1889, when IRS changed the
way it calculated its estimates. That reestimate increased the agency's
paperwork estimate by 3.4 billion hours and nearly tripled the
governmentwide burden-hour estimate, However, it is important to
remember that the amount of paperwork actually imposed on the public
did not change, only IRS' estimate of the burden that was already there.® In
every year since 1989, IRS has accounted for nearly 80 percent of the
governmentwide burden estimste. .

The PRA of 1995 made several changes in federal paperwork reduction
requirements. For example, it required OIRA to set a goal of at least a 10-
percent reduction in the governmentwide burden-hour estimate for each of
fiscal years 1996 and 1997, a 5-percent governmentwide burden reduction
goal in each of the next 4 fiscal years, and annual agency goals that reduce

Burdes,
6, 1993).

*Faperwork Reduction:
(GAO/PEMD 043, Dec.

Paged CAOTGED-3978
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burden to the “maxiraum practicable opportunity.” Therefore, if federal
agencies had been able to accomplish the reduction in burden
contemplated by the PRA for the 3-year period ending on September 30,
1998, the 7.0 billion burden-hour estimate would have fallen 25 percent, or
to less than 5.3 billion hours.

However, as figure 2 shows, the anticipated 25-percent reduction in burden
during this 3-year period did not happen. In fact, the recently developed
ICB for fiscal year 1999 shows that the governmentwide burden-hour
estimate actually declined by less than one-half of 1 percent during this
period.

Figure 2: Changes in Estimated
ide Burd
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Note: Data are as of the end of each fiscal year.
Source: OMB.
IRS Paperwork Burden A variety of factors appear relevant in explaining why federal paperwork

Tstimates Have Increased

burden has not been reduced. However, the primary reason seems to be
IRS’ inability to reduce its estimated burden. As I previously noted, IRS
accounts for nearly 80 percent of the governmentwide burden-hour

Page 5 GAOQ/T-GGD-99-78
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estimate. Therefore, as illusirated in figure 1, ch I IR’ esti can
have 2 highly significant—and even determinative—effect on the
governmentwide lotal. As figare 3 shows, non-IRS departments and
agencies estimated that, in the aggregate, they had reduced their
paperwork burden by more than 23 percent between fiscal years 1895 and
1998---close to the 26-percent burden-reduction goal envisioned in the
PRA. However, IRS burden-hour estimate increased by 6.9 percent during
this period. That increase offset the estimated reductions in the other
agencies and was largely responsible for the relatively minor declinein the
governmentwide paperwork burden-hour estimate. Also, as ] will discuss
later, the estimate for the non-IRS agencies’ reductions was overstated.

* Figure 3: Percentage Change in IRS,
Non-IRS, and Governmentwide Burden-
Hour Estimates Between Fiscal Years
1985 snd 1958
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Sources! OMB and Department of the Traasury,

As figure 4 shows, the ICB for fiscal year 1999 indicates that federal
agencies expect their paperwork burden to increase between the end of
fiscal years 1998 and 2000 by nearly 7 percent (about 468 million hours)
yaising the governmentwide burden-hour estimate to more than 7.4 billian
hours. Unlike the previous 3-year period in which the non-IRS agencies
significantly reduced their burden-hour estimates, these agencies expect

. Page 8 . - - GAOT-GED-99-78
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their aggregate burden to increase by more than 4 percent between fiscal
years 1998 and 2000. However, IRS will again lead the way, accounting for
more than 85 percent of the governmentwide increase in estimated burden

during this period.

Figure 4: Percentage Change in IRS,
Non-IRS, and Governmentwide Burden-
Hour Estimates Between Fiscal Years
1988 and 2000

IRS Burden-Reduction Efforts
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Note: The gove}nmanmlda burden-reduction goal for this 2-year period was 10 parcent.
Buurces: OMB and Pepartment of the Treasury.

The 1998 and 1999 ICBs indicate that IRS has tried to eliminate
unnecessary burden and has had some successes. For example, the
reports stated that IRS had

reduced the burden associated with IRS Form 1040E7 by 3.7 million hours
for tax year 1996 by encouraging taxpayers io use the 1040 TeleFile, which
is IRS' telephone-based filing system;

allowed employers to report payments to employees subject to federal
income, Social Security, and Medicare taxes through the 941 Telefile
prograr, thereby reducing the paper form's burden by nearly 14 million
hours during fiscal year 1998;

Page 7 CACT-CGD-9978
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L]

raisedthe-‘ hold for which busi had to maintain receipts to
for travel, entertal gifts, and listed property,
thereby reducmg burden by an estimated 12.5 million howrs during fiscal
year 1887; and
reguired those who file 250 or more of IRS Form 1042-8 (used by
withholding agents to report income and tax withheld from payees) to do
s0 on magnetic media, thereby producing an estimated burden reduction
of 21.1 million hours during fiscal year 1997

As a2 result of these and other actions, IRS and other parts of the
Department of the Treasury said they had eliminated more than 100 milion
hours of paperwork burden between fiscal years 1095 and 1998, However,
despite these efforts, IRS' overall burden estimate increased by about 400
millionhours during this period. The ICBs that OIRA developed durmg
this period indicated that this net i was b ofi

economic activity and new legislation that ired IRS to ish new
information collections. For example, the ICB for fiscal year 1999 said the
Taxpayer Relief Act of 1997 (P.L. 105-34) significantly increased IRS
paperwork burden, much of which was caused by new provisions for the
calculation and reporting of taxes owed on capital gains. Overall, the ICB
indicated that the Taspayer Relief Act had increased burden by more than
92 million hours as of December 1998. IRS officials told us that these
factors are outside of the agency’s control and have caused the recent
increases in its burden-hour estimates. They also said the agency would
not be able to reduce its paperwork burden if new statutes requiring
information coltections continue to be enacted and unless changes are
made to the substantive requirements in the current tax code.

QIRA Actions Fall Short of
PRA Requirements

Our July 1898 report examined the way in which OIRA has carried out
some of its responsibilities under the PRA.* Although OIRA pointed to a
number of actions it had taken in each area of its responsibilities that we
examined, those actions often appeared to fall short of the act’s
requirements.

For example, as required by the PRA of 1995, OIRA has set both the
governmentwide and ageney-specific burden-reduction goals. However,
OIRA did not set the governmentwide goal until January 1997—15 months
after the PRA took effect. Also, OIRA established the agencies’ goals for
fiscal years 1896, 1997, and 1998 near the end of each of those fiscal
years—too late to serve as real “goals.” The PRA says OIRA should
establish agency burderrreduction goals that represent the “maximum

*GAO/GGDR-120.
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practicable opportunity” in each agency. The act’s legislative history
suggests a relationship between the agency goals and the governmentwide
goals, and it is logical to assume that the agency-specific goals would be
the means by which the governmentwide goals would be achieved.
However, OIRA says that the agency-specific goals may not total to the
governmentwide goal because of the agencies’ statutory and program
responsibilities.

The PRA of 1995 also reguired OIRA to conduct pilot projects to reduce
federal paperwork burden. However, as of last July, OIRA had not
formally designated any such pilot projects. OIRA officials told us that
other burden-reduction efforts are under way, and that pilot projects used
to satisfy another statute meet the PRA’s requirements. However, in most
cases, those other pilots predated the act and did not appear to have been
initiated in response to the act’s requirements.

The PRA also required OIRA to develop and maintain a governmentwide
strategic plan for information resources management (IRM), which was
defined in the act as the process of managing those resources to
accomplish agency missions and improve agency performance. OIRA
officials said that information contained in their annual reports to
Congress under the PRA, the budget, and other documents satisfy this
requifement. However, those documents do not appear to contain all of
the elements that the PRA requires in a govermentwide IRM strategic plan.

Similarly, the PRA requires OIRA to periodically review selected agencies’
IRM activities, and OIRA officials and staff said they do so through their
reviews of agencies’ information collection requests, OMB's budget
formulation and execution process, and other means. However, none of
the hani that they ioned would allow OIRA to address all of
the elements that the PRA requires in the reviews.

OIRA's lack of action in some of these areas may be a function of its
resource and staffing limitations. As we reported last July, OTRA has taken
between 3,000 and 5,000 actions on agencies’ information collection
requests in each year since the PRA of 1995 was enacted. Atthe same
time, the 20 to 25 OIRA staff members assigned to this task were
responsible for reviewing the substance of about 500 significant rules each
year and carrying out other responsibilities as well. Although the number
of PRA-related actions that OIRA has taken each year has been relatively
constant since 1980, the number of OIRA desk officers responsible for
those reviews has declined by more than 35 percent between 1989 and
1997.

Page 9 GAO/T-GGD-95-78
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Agencies Continue to
Use Expired OIRA
Authorizations

Sraterent

The second general issue you asked us to address involves data that OIRA
recently sent to the Subec ittee concerning expired authorizations to
collect information. The PRA prohibits an agency from conducting or
sponsoring a collection of information unless (1) the agency has submitted
the proposed cellection and other d to OIRA, (2) OIRA has
approved the proposed collection, and (3) the agency displays an OMB
control number on the collection. The act also requires agencies to
establish a process to ensure that each information collection is in
compliance with these clearance requireraents. Finally, the PRA saysno
one czn be penalized for failing to corply with a collection of information
subject to the act if the collection does not display a valid OMB control
number. OMB may not approve a collection of information for more than
3 years.

In his March 8, 1998, Jetter to you, Chatrmoan MeIntosh, the Acting OIRA
Administrator described the results of OIRA staff’s review of 91 paperwork
clearance dockets that it conducted at your instigation. In one part of the
letter, the Acting Administrator described the status of 52 information
collections for which OIRA approval had expired. He indi: d that 17 of
these collections were still being carried out by the agencies after OYRA’'s
approval had expired, which was in violation of the PRA’s requirements. A
table enclosed with the Acting Admirdstrator's letier provided the details
for each of these collections, including the date that OMB's authorization
expired and the annual burden-hour estimate for each collection. The
table indicated that some of these information collections had continued
0 be administered for more than 2 years after OIRA’s approval had
expired, and one had been out of compliance for more than 3 years. The
table also indicated that at least one of these collections had been

by OIRA, but the agency (the Departruent of Agriculiture)

. disapproved by
went shead with the information collection anyway.

Using the information in the Acting Administrator’s letter, we prepared
table 1, which shows, by agency and information collection, the total
number of burden hours that have been imposed in violation of the PEA
since OMB'’s authorizations expired or were disapproved. The table also
shows that, for all 17 collect the agencies have continved to impase
nearly 64 million burden hours of unauthorized paperwork even though
OMB's approval had expired.

Page 10 - GAOIT-GED878
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Table 1: ion C ions That - o
Were Being Implemented Without OMB OME epprovaiBurden Estimated
Approval as of March 1999 . expiration  hours since costsin
Department Title date expiration' miilions ($)
Agriculture Food Stamp Program
1Ds 04/30/97 2,846,386 $75.4
Annual Certs, Power of
Attorney, Acreage
Report 06/30/97 4,767,366 $126.3
Civil Rights Compliance 08/31/97 798,146 $21.2
CCC Conservation
Contract Addendum 10/31/87 687,477 $18.2
Noninsured Crop
Disaster Assistance
Program 05/31/98 6,081,641 $161.2
Health and Medical [nstitutional
Human Services Provider Bill 10/31/85 11,956,425 $316.8
Medicare Secondary
Payer Inforrmation 03/31/98 1,932,643 $51.2
Mentally Retarded ICFs
. Participation Condit. 10/31/98 15,938,904 $4223
Medical Review of
Outpatient Therapy 12/31/87 639,990 $17.0
Housing and Nondiscrimination
Urban Handicap Assisted
Development  Housing __ 03/31/97 1,356,931 $36.0
RESPA 1991 Act
Amendments 04/30/97 966,286 $25.6
RESPA Model
Disclosure 11/30/97 7,674,900 $203.4
Compliance Inspection
Mortgagee's Assurance 07/31/98 527,728 $14.0
Justice Arrival and Departure
Record 11/30/87 1,567,500 $41.5
Supplement to Form __ 01/31/88 1,210,720 $32.1
Employment
Authorization 04/30/98 2,835,280 $75.1
Veterans Affairs VA Acquisition
Regulation 11/30/96 2,208,251 $58.5
Totals 63,995,574 $1,695.8
*The number of burden hours since i by ing the burden hour

¥
requirement by a date multiplier (number of months elapsed since approval expiration and March 1,
1999, divided by 12).

“The estimated cost is calculated by muttiplying the burden hours since expiration by the OMB
established value of $26.50 per burden hour for tax paperwork.

Sources: OMB and GAO analysis.

Another way to view paperwork burden is in monetary terms, Inthe ICB
for fiscal year 1999, OMB noted that converting burden hours into dollar
costs requires agencies to estimate a wage rate that would be applicable to

Page 11 GAO/T-GGD-99-78
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the burden hours associated with the collection, and that wage rate should
be “loaded” to include overhéad and fringe benefit costs. OMB also noted
that the howdy cost of a technical empl raight well d 340. Inits
1997 report to Congress on the costs and benefits of federal regulations,”
OMB estimated the “opportunity cost” associated with filling out tax forms
at $26.50 per hour. Therefore, multiplying IRS' 5.3 billion burden-hour
estimate times $26.5¢ yielded a $140 billion cost of tax compliance
paperwork. As table 1 shows, multiplying the nearly 64 million burden
hours of paperwork imposed in viclation of the PRA times this estimate of
opportunity cost ylelds 2 dollar value of nearly $1.7 billion of unauthorized
paperwork burden from these 17 information collections.

The Acting Administrator’s March 3 letter also indicated that OMB’s
authorization for anather 11 collections had expired and were later
reinstated, bui not before they were used to coltect information in

. violation of the PRA’s requirements. The table enclosed in the letter
provided the annual burden-hour estimate and the period that elapsed
without OMB authorization. Although the authorizations for most of these
collections had lapsed for about 6 months or less, one collection was
unauthorized for nearly 2 years. Using this information, we prepared table
2, which shows, by agency and information collection, the total number of
burden hours that were imposed in violation of the PRA between the date
that OMB’s authorizations expired and the date the authorizations were
reinstated. For all 11 collections, the agencies imposed more than 47
million hours of unauthorized burden. Using the same $26.50 per hour
“gpportunity cost” multiplier, these agencies imposed nearly $1.3 billion in
paperwork burden in violation of the PRA. -

sts and Bene ederal Regulations, Office of Management and
and Adfnirs, 39, 1997,

Page 12 GAG/T-GED-99-78
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1 . Ci i
w:r': 2 That Burden
hours
of OMB Approval and Reapproval omB between
approval expiration  Estimated
expiration Reapproval and costs in

Department___Title date date reapproval’ _millions ($)"

Defense CHAMPUS

claim form 06/30/96 10/28/36 268,125 $71
Health and Medicare/
Human Medicaid Claim 12/31/86 02/20/87 908,204 $24.1
Services Premarket

Approval of

Medical

Deovices 02/28/97 12/30/97 451,022 $12.0

Home Health

Agencies info

for Medicare 05/31/87 1118/87 3474925 - $92.1
Hnuslng and Good Faith

Estimate and
Developmam Special

Information 05/31/97 10/14/97 218,875 $5.7

Employment

for Low and

Very Low

income 07/31/97 04/06/98 357,828 $9.5
Justice Employment

Eligibility

Verification 12/31/97 07/09/98 8,300,000 $220.0
Transportation Inspection

Repair and

Maintenance 07/31/86 06/25/98 31,835,243 $846.3
Veterans Eligibility
Affairs Verification

Report 11/30/95 09/06/36 575,100 $15.2

Customer

Survey for EO

12862 01/31/97 04/15/97 244,660 $6.5

Application for

edical,

Funeral, etc. 07/31/98 10/23/98 691,685 $18.3

Tolals 47,423,667 $1 258.7

*The number of burden hours batween the
annual burden hour requirement by an elapsed- tlme mumpllsr (number of months alapssd since
approval expiration and reapprovai, dlwded by 12)

*The estir cost was g the number of burden hours since expiration by the
OMB established value of $26.50 psr burden four for tax paperwork. The sum of the figures does not
equal the total because of rounding.

Sources: OMB and GAO analysis.

Combining the results of tables 1 and 2, the information in the Acting
Administrator’s letter indicates that these federal agencies have imposed
more than 111 million burden hours in estimated paperwork burden in
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violation of the PRA. In dollar terms, that amounts to nearly $3 billion in
unauthorized burden.

However, this is clearly not the full extent of unauthorized information
coliections that have taken place. "The ICB that OIRA recently developed
jdentifies 800 violations of the PRA in fiscal year 1998, These viclations
included both other collections with expired OMB authorizations (some of
which were subsequently reauthorized) and information collections that
‘were never authorized in the first place. Some agencies (the Departments
of Agriculture, Health and Human Services, and Veterans Affairs) had
more than 100 PRA vielations,

Expired OMB
Authorizations Were
Counted As Burden
Reductions

As disconcerting as these violations are, even more troubling is that
QIRA’s ICB reflects the hours associated with unauthorized information
collections ongoing at the end of the fiscal year as burden reductions.
However, the public has seen no real reduction in paperwork burden
associated with these information collections; although the agencies are-
still requiring the paperwork, OMB is no longer counting the burden
because its authorization had expired, As a result, OMB credits agencies
for burden-reduction accomplishraents that have not been achieved, when
in reality the agencies are actually violating the PRA.

‘When OMB’s approval for an information collection expires, OMB
subtracts the estimated annual rumber of burden hours associated with
the collection from the agency’s total. For example, when OMB's approval
for the Depariment of Agriculture’s (USDA) Noninsured Crop Disaster
Assistance Program’s information cellection expired on May 31, 1998, the
estimated 8.1 million burden hours imposed by this collection each year
wes subtracted from OMB's datab H , USDA continued to
collect this information without GMB's approval. Because this violation
was ongoing as of September 30, 1998, the estimate of USDA's paperwork
burden at the end of fiscal year 1998 in the ICB for fiscal year 1999 was
inappropriately recorded as being reduced by 8.1 million hours.

Although the precise effect of not counting any of the unauthorized
information collections on the overall accuracy of the ICB is unclear, itis
clear that the governmentwide and some of the agency-specific burden
estimates in the ICB are less than they should be. For example, counting
Just the five USDA ongeing information collections that were not being
counted at the end of fiscal year 1898 would have added more than 15
million hours to UUSDA's 72 million burden-hour estimate. In addition,
OMB's recent ICB indicated that USDA had §7 other information
collections that were also being administered in violation of the PRA with

Page 14 GAO/T-GGDL9-T8
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an additional 3 million hours of estimated burden. Adding these 3 million
hours and the 15 million hours from the five collections listed in the Acting
Administrator’s letter to the 72 million hours reported in the ICB indicates
that USDA's burden estimate should have been about 90 million hours.
Although the ICB indicated that USDA had reduced its estimated burden
by 59 million hours (45 percent) since the end of fiscal year 1998, the
actual reduction appears to have been about 41 million hours (31 percent).

Similar adjustinents appear to be ded in other i as
well.
TRA 3 Inhis March 3 letter, the Acting Admini said O] believed that
e ’
g " Htasggé{fn Lzzﬂ encies’ compliance with the PRA is important, and that OIRA desk officers have
! on_ 0 i €8S Ag worked closely with agency staff to stress the importance of full and
. PRA Violations timely compliance with the act. He also said that OIRA learns of agency

violations from public comment and through direct monitoring of
reporting from the agencies. The Acting Administrator said that OIRA’s
database tracks and records OIRA activities in reviewing agency
submissions for clearance under the PRA. However, he said the database
is not designed or able to identify what he termed “bootleg” information
collections that did not obtain OMB approval, or for which its approval had
expired.

Last November, Chairman Mcintosh, you suggested that OIRA prepare and
submit 2 monthiy report listing expirations of OMB PRA approval. In

- response, the Acting Administrator said OIRA would add information

about expired approvals to OMB’s Internet home page. As a result, he said
potential respondents would be able to inform the collecting agency, OMB,
and Congress of the need for the agency to either obtain reinstatement of
OMB approval o di inue the collecti

Although we believe that notifying the public about unauthorized
information collections is a step in the right direction, OIRA’s approach
places the burden of responsibility to detect unauthorized collections on
the public. Itis QIRA, not the public, that has the responsibility to review
and approve agencies’ collections of information and identify all PRA
viclations. Therefore, we believe that OIRA should not simply rely on the
public to identify these violations. Although the Acting Administrator
indicated that OIRA could not use its database to identify “bootleg”
information collections, OIRA’s actions indicate otherwise. Just as they
did in response to your letter, OIRA desk officers could use the database to
identify information collections for which OMB authorizations had
expired, contact the collecting agency, and determine whether the agency
is continuing to collect the information. The desk officers could also use

Fage 15 GAOTGGN-H9-T8
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the database fo identify information collections wixose authorizations are
about to expire, and therefore perhaps preveng violations of the act.

‘The PRA of 1995 requires that OIRA's annual report to Congress include a
list of all violations of the act. OIRA reported 39 pages of violations in the
1CB for fiscal year 1998, broken down into collections for which
authorizati had ired and collecti for which authorizati were
never initially provided. The ICB for fiscal year 1909 contains 50 pages of
these violations. However, OIRA officials and staff told us that they have
no authority to do much more than publish the list of violations and inform
the agencies directly that they are out of compliance with the act.

We do not agree that OIRA is as powerless as this explanation would
suggest. If an agency does not respond to an OIRA notice that one of its
information collections is out of compliance with the PRA, the Acting
Administrator could take any number of actions to encourage compliance,
including any or all of the following:

Publicly announce that the agency is out of compliance with the PRA in
meetings of the Chief Information Officer’s Council and the President’s
Management Council.

Notify the “budget” side of OMB that the agency is collecting information
in violation of the PRA and encourage the appropriate resouree
management office to use its influence to bring the agency into
compliance.

Notify the Vice President of the agency’s violation. (The Vice President is

charged under Executive Order 12866 with coordi the
and pr ion of ¥ dations concerning regulatory policy,
planning, and review.)

Flace a notice in the Federal Register notifying the affected public that
they need not provide the agency with the information requested ir the
expired collection.

OIRA could also notify agencies that the PRA requires them o establisha
process to ensure that each information collection is in compliance with
the act’s clearance requirements. Agencies that repeaiedly collect
information without OMB approval or after OMB approval has expired are
clearly not complying with this requirement.

Although OIRA's cwirent workload is clearly sut ial, we do not beli
these kinds of actions would require signifi dditional

Page 16 GCAOT-GGCB-SS-7T8
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Primarily, the actions require a commitment to improve the operation of
the current paperwork clearance process.

This comp my prepared I would be pleased to answer any
questions.

Page 17 GAO/T-GGD-98-78
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CHAIRMAN MCINTOSH, CHAIRMAN HORN, AND MEMBERS OF THE
SUBCOMMITTEES—

1 WILL BE VERY BRIEF IN SUMMARIZING OUR RECENT WORK ON THE
PAPERWORK REDUCTION ACT, WHICH required OMB to ESTABLISH GOALS
FOR THE EXECUTIVE BRANCH TO REDUCE THE PAPERWORK BURDEN ON
THE AMERICAN PEOPLE BY 25 PERCENT FROM THE 7 BILLION HOURS IT
IMPOSED IN 1995. The bottom line is that there has barely been any reduction - less
than one-half of one percent in three years. And projections in OMB’s information
collection budget just releaséd show the burden going UP, not down, in fiscal years 1999

and 2000 and by hundreds of millions of hours.

There is no question that the IRS accounts for the vast majority of this burden ~ nearly 80

percent. And it was an increase in the IRS burden that offset a 23 percent reduction by

all other agencies over the past three years 1o keep the overall burden about the same. If
it were not for a 7 percent burden increase at IRS, the rest of the government would have
come close to mesting the 25 percent goal in the 1995 Paperwork Reduction Act. IRS

also accounts for about 85 percent of the 468 million hour increase in paperwork burden

that is projected for the next two years.

1t’s the OMB Office of Information and Regulatory Affairs that is meant to monitor and
control the paperwork load. Our reviews of their actions show they have fallen short in
several respects, For each of the past three years they did not set agency goals for

paperwork reduction until the year was nearly over — far 100 late to serve as real goals in
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the sense of affecting agency behavior during the year. OMB also sees no necessary
connection between the governmentwide goal, which is set in law, and the goals of the
individual agencies. So even though OMB can show you in writing that it has a goal of
reducing government paperwork by 5 percent this year, its information collection budget
will show that the individual agency goals add up to an increase, not a decrease — led of

course by IRS,

The second general issue you asked us to address was the matter of expired OMB
authorizations to collect data. The Paperwork Reduction Act prohibits agencies from
collecting information from the public unless OMB has approved the collection and given
it a control number so the public will know it is authorized. OMB may not approve a

collection for more than 3 years.

Our review of information OMB provided you, Chairman Mclntosh, shows a troubling
disregard by the agencies for this control mechanism. First of all, the current information
budget contains a 59-page listing of more than 800 violations of the act — including
continuing collections whose authorizations have expired, and collections that were never
authorized in the first place. The information OMB provided focused on the largest of
these collections — involving 500,000 burden hours or more. SEVENTEEN WERE
being carried out after OMB’s approval had expired... and another 11 had been
continued for a period of time without a valid authorization. These added up to more
than 111 million hours of unauthorized burden. This has a real cost to the American

citizen, Mr. Chairman. Using the OMB figure of $26.50 per hour for tax-related



92

paperwork, we estimated that these 111 million hours cost the American public more than

$3 billion dotlars.

As disconcerting as these violations are, even more troubling is that OMB treats these ,
unauthorized collections as reductions in burden. So if the authorization of a collection
has expired when OMB totals up the burden at the end of the fiscal year, OMB counts it

as a reduction even though in many cases the information continues to be collected.

Tcan use the Department of Agriculiure as an example of the effect of this, Mr.
Chairman, because you will be hearing from them at this hearing. USDA can be seen as
one of the success stories. It rf?dgced its REPORTED burden BY 59 MILLION hours
since the end of fiscal year g to a total of 72 million hours, However, this total
ignored five large data collections whose anthorizations were not in effect at the end of
the year even though the information was still being collected. These totalled about 15
miflion hours. Another 3 million hours were associated with the 57 other violations of

smaller scale. Thus the real Agriculture burden is about 90 million hours instead of the

72 million shown in OMB's report.

OMB is on record as taking the compliance problem seriously, Mr. Chairman, but claims
that it does not have the power to do much about it other than publish the violations, as in
the 59 pages listed in the current Information Collection Budget . We think that OMB

could do more than that, inclading bringing to bear the influence of its budget examiners
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-- and even the Vice President, who is charged under Executive Order 12866 with a

coordinative rale over regulatory policy and review.

We will be glad to explore these matters further in response to questions, Mr. Chairman.
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Mr. McINTOSH. Our next witness on this panel is the Acting Dep-
uty Director for Management of the Office of Management and
Budget, Ms. Deidre Lee. She is also a full-time position of adminis-
trator in the Office of Federal Procurement Policy [OFPP]. I appre-
ciate the difficulty of coming in as an acting in that position, but
thank you for coming and testifying today, Ms. Lee. Again, your
full testimony will be put in the record and feel free to summarize
and respond to anything Mr. Stevens has said.

Ms. LEE. Thank you, Mr. McIntosh. Good afternoon. You invited
me here to discuss the paperwork reduction in fiscal years 1999
and 2000. I am pleased to have the opportunity to appear.

We have recently presented to you the Information Collection
Budget of the United States for Fiscal Year 1999, and I know you
are familiar with that rather thick document; and there are also
copies available on the table in the back, and we will be discussing
that today. This extensive report provides a detailed accounting of
agency paperwork activities, accomplishments, and planned initia-
tives. However, we also recognize that we need to continue working
to minimize paperwork burden to the public. We look forward to
working with the Congress, the agencies, and the public to build
on these successes and to address the challenges which are de-
scribed in this year’s budget.

The enactment of the Paperwork Reduction Act of 1995 was an
important step in improving the way the Federal Government func-
tions. In providing a framework for managing information, the Pa-
perwork Reduction Act sets out a number of purposes that include
reducing information collection burdens imposed on the public; in-
creasing the productivity, efficiency, and effectiveness of Federal
programs; and balancing the practical utility of information collec-
tion against the burden it imposes.

Under the Paperwork Reduction Act, the agencies and the OMB
have specific roles intended to help achieve the purposes of the act.
The Paperwork Reduction Act requires the head of each agency,
supported by his or her Chief Information Officer, to be responsible
for the agency’s information collection activities, including the re-
duction of paperwork burden. Through the development of the In-
formation Collection Budget, OIRA, Office of Information and Reg-
ulatory Affairs located in OMB, oversees agency paperwork man-
agement. OIRA, through the ICB process, reports on significant im-
provements in agency information collection during the previous
fiscal year, identifies burden decreases or increases, and indicates
areas where further improvement is needed.

This year’s Information Collection Budget highlights a large
number of paperwork accomplishments and improvements. The
ICB details these efforts and plans agency by agency. My written
testimony describes them in detail and gives some specific exam-
ples; but in the interest of time here, I would like to just summa-
rize the initiatives.

Agencies are reducing information collection burden by revising
existing regulations to eliminate unnecessary requirements. And I
think we saw some examples there from the IRS. They are also
raising thresholds to reduce the number of reports; making their
forms simpler to read and easier to fill out and thus improving pro-
grams for the general public’s application process; cutting fre-
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quency of periodic reporting requirements, and trying to reduce du-
plicative information from one report to the next, one of the other
concerns expressed by a subcommittee member; putting in place
electronic systems that can speed the exchange of information be-
tween the government and the public and allow respondents to use
their own information technology to ease reporting burdens. They
are consolidating information collections both to simplify the collec-
tions and to avoid collecting similar information several times from
the same people, and working together across agencies to share in-
formation so that people need only respond to a single collection
from an agency, rather than multiple collections from multiple
agencies.

The Information Collection Budget is also the management over-
sight mechanism through which agency CIOs and OIRA establish
agency paperwork reduction targets. They establish these for the
coming year; and they take into account the agency’s anticipated
program and statutory initiatives. And again, this was discussed in
detail in the IRS presentation.

The targets for fiscal year 1999 and 2000 do not meet the cumu-
lative government 5 percent reduction goal. The aggregate goal for
1999 is plus 2.6 percent, and for fiscal year 2000 it is plus 2.3 per-
cent. However, some agencies have done extremely well. For exam-
ple, FEMA, Veterans Affairs, Federal Energy Regulatory Commis-
sion, Energy, and Education, all have planned reductions for 1999
exceeding 10 percent; but this is offset by increases in other agen-
cies, specifically, the IRS, as we discussed earlier, which accounts
for 80 percent of the burden, and they have the new tax measures.
Also, HHS has several important health programs that have upped
the burden and Commerce has patents and census, which will in-
crease the burden. I know you are going to hear from Agriculture
and some of the other activities they have today.

So while the Paperwork Reduction Act acknowledges Federal
agencies’ legitimate need for information to perform their missions,
it also requires agencies to obtain OMB approval of this informa-
tion collection. In the 1999 Information Collection Budget, we list
agency violations. These occur primarily when agencies continue to
use collections for which OMB approval has expired. And the lists
are long. They are too long, and they indicate a substantial prob-
lem that we must address and resolve; and we are taking agency
violations very seriously and will be working with the agencies to
improve compliance with the act.

Information is vital to the government and provides its citizens
with necessary services, and although the government has always
depended on accurate and timely information, in today’s complex,
rapid-paced, globalized world, the ability to collect information and
use the information to benefit citizens and improve service delivery
is more critical than ever before. The 1999 ICB, the GAO report,
the GAO testimony, and communications with your committee and
your staff have pointed out some of the positive steps that have
been taken and also some steps that we need to be taking in order
to reduce burden and ensure agency reporting accuracy. We look
forward to working a partnership among OMB, the agencies, the
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Congress, and the public to achieve this important goal.

I would be happy to take any questions.

Mr. McINTOSH. Thank you. We will have questions for you along
with the rest of the panel.

[The prepared statement of Ms. Lee follows:]
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Good afiernoon, Mr. Chairmen and members of the Subcommitiees. You invited me fo
discuss paperwork reduction accomplishments that the agencies expect to accomplish in fiscal
years 1999 and 2000. Iam pleased to have the opportunity to appear, and to present you with the
Information Collection Budget of the United States Government, Fiscal Year 1999. This
extensive report provides a detailed accounting of agency paperwork activities,
accomplishments, and planned initiatives. However, we also recognize that we need to continue
working to minimize paperwork burden on the public. To this end, we look forward to working
with the Congress, the agencies, and the public to build on the successes, and address the

challenges, described in this year’s Information Collection Budget.

Purposes of the Paperwork Reduction Act
The enactment of the Paperwork Reduction Act of 1995 (PRA) was an important step in
improving the way the Federal Government functions. In providing a framework for managing

information, the PRA sets out a number of purposes that include:

. reducing information collection burdens imposed on the publie;
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. increasing the productivity, efficiency, and effectiveness of Federal programs, and
. balancing the practical utility of information collections against the burden they impose.

Under the PRA, the agencies and OMB have specific roles intended to help achieve the purposes
of the Act.

Redycing Burden. The PRA requires the head of each agency, supported by his or her
Chief Information Officer (CIO), to be responsibie for the agency’s information collection
activities, including the reduction of paperwork burden on the public. Under the PRA, the Office
of Information and Regulatory Affairs (OIRA) within OMB oversees the C10’s management of
each agency’s collection of information. The PRA also requires OMB to set, in consultation

with the agencies, annual agency goals to reduce burden on the public.

Improving Government Programs. OIRA oversees CIO information resource
management to assist agency efforts to increase the productivity, efficiency, and effectiveness of
their programs. As part of this responsibility, OIRA works with the agencies to improve their
management of information. For example, OIRA encourages data sharing among agencies when
possible. OIRA also reviews agency infonmation collection activities to ensure that they

effectively serve agency needs and increase program efficiency.

Balance the Need for Information vs. Burden. OIRA oversees CIO paperwork
management by reviewing Federal agencies’ information collection activities that are covered by
the PRA, weighing the burdens of each collection on the public against the practical utility it will
have for agencies. Last fiscal year, for example, OIRA approved over 3,000 agency requests to
collect information. Before approving each request, OIRA worked to ensure that any burden
imposed was justified by the accuracy, adequacy, reliability, and timeliness of the information

collected.
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The Information Collection Budget

Through the development of the annual Information Collection Budget ICB), OIRA
oversees CIO paperwork management — including CIO initiatives to reduce paperwork burden,
improve agency programs, and balance agencies’ need for information against paperwork
burden. The ICB reports on significant improvements in agency information collections during
the previous fiscal year, identifies burden decreases or increases, and indicates areas where

further improvement is needed.

The ICB is also the management oversight mechanism through which agency CIOs and
OIRA establish agency paperwork burden targets for the coming year, taking into account
agencies’ anticipated program and statutory initiatives. Based upon the prior year’s experience
and the best estimates of “burden hours” imposed by each form, survey, and other information
collection, each agency’s CIO subrmits to OIRA a proposed budget of total burden hours and
burden costs for the new fiscal year, together with a description of the changes in existing
information collections that are necessary to meet its needs. In addition, agency CIOs report on
paperwork management initiatives designed to improve the collectioﬁ and use of information
over time. OIRA reviews these reports and consults with CIOs to develop final information
collection budget targets that minimize paperwork burden, consistent with the program needs and

planned uses of the collected information.

Agency Efforts to Reduce Paperwork Burden

This year’s Information Collection Budget highlights a large number of agency
paperwork accomplishments and improvements. The ICB details these agency efforts and plans

agency-by-agency. I will summarize just a few below.

Agencies are reducing information collection burden by revising existing regulations to

eliminate unnecessary requirements or by completely changing the way they regulate.
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’ USDA’s Rural Housing Service (RHS) first reengineered the regulations and associated
information collections with its Single Family Housing (SFH) program. This initiative
resulted in a reduction of over a million burden hours. In FY 1999, RHS expects to
complete a similar reengineering project for the Multi-Family Housing (MFH) program.
By consolidating collections and streamlining reporting requirements, USDA expects to
reduce the burden of the MFH program by a half million hours, or one quarter the current

burden.

. USDA’s Food and Nutrition Service plans to issue regulations which will streamline and
consolidate the National School Lunch Program, the School Breakfast Program, and the
Summer Food Service Program into one program, significantly reducing the duplication
in reporting and recordkeeping that results from the programs being administered

separately and cutting burden by over two million hours.

* The Department of Health and Human Service’s Food and Drug Administration (FDA)
eliminated over one million hours of burden by no longer requiring reports for certain
kinds of electronic equipment and requiring abbreviated reports instead of comprehensive
initial teports for a number of products such as X-ray systems. FDA will further attempt
to reduce burden by rewriting the underlying regulation Medical Devices Registration
arnd Listing and by allowing manufacturers to enter and change iheir information via the
Intemnet.

Agencies are reducing information collection burden by raising reporting thresholds to
reduce the number of reports that need to be submitted.

. The Department of the Treasury’s Internal Revenue Service (IRS) revised the
requirements for the IRS Form 1 040-ES, Estimated Tax for Individuals, doubling the
threshold for having to file this form from $500 estimated taxes to $1,000. This change
reduced burden by 3.7 million hours.
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. The Federal Acquisition Regulation System (FAR) raised the threshold for maximum
travel expense amount that contractor personnel may claim without providing a
supporting receipt from $25 to $75. FAR also increased the contract dollar threshold for
permitting Progress Payments, payments to contractors at specific milestones during a

project. This change reduced burden by 158,000 hours.

Agencies are reducing burden by making their forms simpler to read and fill out and by

making their programs easier to apply for.

. The Department of Education redesigned the Free Application for Federal Student Aid
(FAFSA), the form by which students apply for Federal loans and aid to attend college,

cutting burden by over a million hours.

. The Immigration and Naturalization Service is working to streamline up to 15 of its

forms and rewrite them in plain language, reducing their burden by up to 25 percent.

Agencies are reducing burden by cutting the frequency of periodic reporting requirements

and reducing duplicative information from one report to the next.

. The Department of Veterans Affairs (VA) reduced the burden of its Eligibility
Verification Reports by requiring fewer people to verify annually that they continue to
qualify for benefits. VA also reduced the burden of its Adjacent Gravesite Set-Aside
Survey by making it biennial instead of annual. This change reduced burden by over
50,000 hours.

. The Department of Education reduced burden on the Local Education Agency (LEA)
Eligibility under Part B of the Individuals with Disabilities Education Act (IDEA) by
accepting annual updates on initial State applications instead of requiring complete

submissions each year. This reduced burden by over 400,000 hours.
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Agencies are reducing burden by putting in place electronic systems that can speed the
exchange of information between the government and the public and allow respondents to use

their own information technology to ease reporting burdens.

. HUD reduced burden its collections, Real Estate Settlement Procedures Act (RESPA)—
Section 6, Model Servicing Transfer and Initial Escrow Account Statement, Annual
Escrow Account, by proposing to permit lenders to use computer generated information

rather than manual individual responses, reducing burden over 7.8 million hours.

. IRS continues to report increased use of its popular e-file system, including electronic
filing and Telefile. IRS also expanded eligibility for the 941 TeleFile program, which
allows employers to report employees’ wage and tax information by touch-tone phone
instead of on the paper Form 941, Employer's Quarterly Federal Tax Return. An
additional 300,000 businesses used the 941 TeleFile program last year, reducing burden

by almost 14 million hours.

. The Federal Emergency Management Agency is working with mortgage lenders to adopt
an advanced information system to collect, maintain, and store data on flood zones and
reduce the time needed to research and gather data on individual properties. With the
information already maintained in an automated system, applicants for new or refinanced
morigages only need to review and sign a computer-generated form. This system would

cut the burden of this collection by 2 million, or half ifs total burden

Agenciss are reducing burden by consolidating information collections both to simplify

the collections and avoid collecting similar information several times from the same people.

. The Department of Defense is reducing the burden of its Acquisition Management System

and Data Requirements Control List by over 20 million hours by eliminating duplicative
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data requirements on DOD contractors.

. The Department of Veterans Affairs reduced burden on its Application for Health
Benefits and Yearly Reapplication of Health Benefits by over 2 million hours by
combining five forms and eliminating the duplication that occurred when a veteran
applied to multiple VA medical facilities for medical benefits and had to complete the

form series each time.

. The Social Security Administration (SSA) will reduce burden by replacing state versions
of the Forms SSA-3370 and SSA-3373, which states use to collect information on pain
and how a claimant’s disability condition affects them, for a single national form. SSA
will also eliminate its form SSA4-3945, Work Activity Report—Continuing Disability by
consolidating it with another form. These changes are expected to reduce burden by

almost one million hours.

Agencies are working together to share information across programs so that people only
need to respond to a single collection from one agency, rather than multiple collections from

many agencies.

e The Federal Communications Commission (FCC) will eliminate its Statement Regarding
the Importation of Radio Frequency Devices Capable of Harmful Interference (FCC
Form 740) and get similar information instead from the U.S. Customs Service. The FCC

anticipates eliminating approximately 20,000 burden hours due to this effort.

. SSA eliminated its Forms SS4-777 and SSA-7770, Annual Report of Earnings and now
accepts the IRS Form W-2 filed on behalf of the beneficiary or the beneficiary’s Federal
tax returns as the report of earnings. This reduces the burden on social security recipients

by over 300,000 hours.
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OMB Oversight of Agency Efforts to Reduce Paperwork Burden

OIRA also oversees CIO paperwork management by working with agency CIOs to set
agency paperwork burden reduction targets for the upcoming fiscal year, Specifically, under the
PRA, OIRA, in consultation with the agencies, establishes “annual agency goals” to reduce
paperwork burden on the public to the “maximum practicable™ extent “in each agency.” To
satisfy the statutory goal that the paperwork burden target is “practicable,” a reduction in
paperwork burden must be consistent with the agency being able to carry out its statutory and
program responsibilities. These are the paperwork burden targets that OIRA publishes, each

year, in the Information Collection Budget.

In addition to the PRA’s burden reduction targets, the FY 1999 OMB appropriations calls
on OMB to submit to Congress a report that “identifies specific paperwork reduction
accomplishments expected, constituting annual five percent reductions in paperwork expected in
fiscal year 1999 and fiscal year 2000.” The agency targets for FY 1999 and FY 2000, however,
do not meet these burden reduction goals. As reported in the Information Collection Budget, the
aggregate of the individual agency goals for FY 1999 is +2.6% and for FY 2000 is +2.3%.

Factors that Influence Paperwork Burden. There are many factors that contribute to
paperwork burdens going up, not down. New legislative initiatives and amendments to existing
laws typically require more, not less, data collection. For example, the Taxpayer Relief Act of
1997 increased reporting burdens by over 64 million hours in FY 1998 and over 92 million hours
in FY 1999 (as of December 1998). In addition, even in the absence of legislative changes, the
paperwork associated with agency statutory and program responsibilities can expand over time
due to 2 number of factors beyond the agency’s direct control, such as economic growth and
demographic trends. For example, as the number of businesses grows, the number of
applications to the Small Business Administration for loans increases, the number of respondents

to Occupational Safety and Health Administration reporting requirements increases, and the
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number of reports to the IRS of payments made to employees increases.

More specifically, many existing reporting, recordkeeping, and third-party disclosure
requirements are required by or necessary to implement existing statutes, and a number of
increases in this ICB are required by new or recently implemented statutes. This ICB identifies
over 70 recently enacted statutes, affecting more than 225 reporting, recordkeeping, and third-
party disclosure requirements from FY 1998 to FY 2000, under which agencies have added or
will add more than 384 million annual burden hours (making increases of more than 402 million
hours to individual collections; decreases of about 18 million hours). This statutorily driven

increase is more than 5% of the FY 1998 base.

Frankly, these increases are not surprising. In our Information Age, the Federal
government has come to rely more and more on information to perform its most basic functions.
Information is the key to an effective government that provides its citizens with necessary
services — national security; a sound financial system; health, safety and environmental
protections — in the least intrusive and most efficient manner possible. With a population that is
geographically dispersed, highly mobile, and diverse; with an economy that is robust, innovative,
and operating on a global scale; and with a society that is living through the development of the
computer as a primary personal and commercial tool — one of the American government’s
primary functions is that of an information collecting and management enterprise. Although the
Federal government has always depended on accurate and timely information, in today’s
complex, rapid-pace, globalized world, the ability of the government to collect and use

information is more critical than ever before.

Agency Compliance. While the PRA acknowledges Federal agencies’ legitimate need for
information to perform their missions, it also requires agencies to obtain OMB approval of those
information collection activities that are covered by the PRA. It is very important that these
information collections have OMB approval because it is the process by which agencies request

and receive OMB approval that requires agencies and OMB to assess, among other things, the
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trade-off between the practical utility of information collections and the burden they impose on

the public.

In both the FY 1998 and FY 1999 ICBs, we list agency violations of the PRA. These
occur primarily when agencies continue to use collections for which OMB approval has expired.
These lists are long — much too long — and indicate a substantial problem that we must resolve.
As part of our efforts in this area, and to help ensure that the public is aware of the status of
specific information collections, OMB will add to the "Paperwork Reviews" report on OMB’s
website information about the expiration of OMB approvals. We take agency violations of the
PRA very seriously, and will be working with the agencies to improve their compliance with the
Act.

Conclusion

In light of the government’s need for information to best serve the public, it is more
critical than ever that we continue the governmentwide effort to reduce paperwork burden on the
public. We look forward to a working partnership among OMB, the agencies, the Congress, and
the public to achieve this important goal. We believe that this goal is shared across the
government. The FY 99 ICB points out many of the positive steps that are being taken in order
to reduce burden. But it is not enough. We will support this governmentwide partnership to
emphasize the importance of initiating real burden reductions and building on the successes that I
have outlined for you today. Of course, I welcome any suggestions you may have on how we

can achieve more burden reduction, and look forward to working with you toward that end.

As I said at the start of my testimony, this year’s Information Collection Budget
discusses, in detail, agency paperwork activities, accomplishments, and planned initiatives. In
submitting this report, we hope to improve the government’s ability to achieve the important
purposes of the Paperwork Reduction Act. If you have any questions, I would be happy to

answer them.



107

Mr. McINTOSH. Our final panelist will be Mr. James White, who
is the Director of Tax Policy and Administration Issues at the Gen-
eral Accounting Office.

Mr. White, again, your full testimony will be put in the record.
Feel free to summarize it for us today.

Mr. WHITE. Mr. Chairman, thank you. I am pleased to be here
today to discuss management challenges facing the IRS. As you
know, over recent years IRS has faced criticism and increased con-
gressional scrutiny over its inability to serve taxpayers and replace
its antiquated information systems. Several key IRS program areas
such as accounts receivable have been on our high-risk list of gov-
ernment programs susceptible to waste, fraud, abuse, and mis-
management. The increased congressional scrutiny culminated in
the passage of the IRS Restructuring and Reform Act of 1998.

In response, the Commissioner is leading a massive restructuring
of the whole agency that focuses on business and information sys-
tems modernization. My statement makes three points, summa-
rized in bullets beginning on page two, that illustrate the manage-
ment challenges posed by this kind of modernization effort.

First, one challenge for successful business modernization, that
is, modernization that results in significant improvements in the
service provided to taxpayers, will be developing a balanced per-
formance measurement system and then aligning those perform-
ance measures from the top of the organization down to the front-
line staff. IRS’s history shows the dangers of imbalanced perform-
ance measures that rely too heavily on enforcement statistics. IRS
is seeking to develop more appropriate measures of business re-
sults, customer satisfaction, and employee satisfaction.

An example of a business results measure is voluntary compli-
ance, but developing such a measure will be a challenge. At this
time only limited data exists on voluntary compliance. Developing
a reliable measure of voluntary compliance will require addressing
concerns about the burden doing so places on some taxpayers. The
new performance measures must also be aligned throughout IRS.
This will require new employee evaluation systems and training,
including orientation training for all 100,000 employees and man-
agers, leadership courses for managers and executives, and tech-
nical training.

Second, successful systems modernization is essential to success-
ful business modernization. IRS’s systems modernization is essen-
tial because it is intended to implement IRS’s modernized business
practices. For example, modern systems would provide employees
and taxpayers with current information about taxpayer accounts.
IRS has developed a blueprint for systems modernization, but did
so before the current restructuring initiative. IRS intends to vali-
date the blueprint in light of restructuring, working as a partner,
in its words, with a systems integration contractor. However, we
have said in the past that using contractors for systems develop-
ment is no panacea. Succeeding at systems modernization will be
a challenge because it depends on whether IRS can effectively part-
ner with, and manage, its contractors.

Third, the sheer magnitude of undertaking both business mod-
ernization and systems modernization will strain IRS’s manage-
ment and staff. Such an ambitious undertaking, along with the
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need to stay in business, makes the restructuring initiative a high-
risk venture and one that will take years to implement. While un-
dertaking both is ambitious and risky, there is no alternative. As
I said above, successful systems modernization is essential to busi-
ness modernization.

In conclusion, IRS has equipped itself with a new mission state-
ment that focuses on customer service. Business modernization
holds promise for achieving this goal of improving service to tax-
payers, but successful modernization will need to be sustained be-
yond the term of the current commissioner. That means dealing
with challenges such as those that I have discussed; developing a
balanced set of performance measures; aligning the organizational
measures with the employee evaluation system; training 100,000
staff; validating the information systems modernization blueprint
in light of restructuring; and effectively managing information sys-
tems contractors.

Mr. Chairman, that concludes my statement. I would be happy
to answer any questions.

Mr. McINTOSH. Thank you, Mr. White.

[The prepared statement of Mr. White follows:]
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Statement

Mr. Chairmen and Members of the Subcormmittees:

We are pleased to be here today to di ‘hall facing

the Internal Revenue Service (IRS). Over the last several years, the IRS has
been the subject of much criticism and increased congressional scrutiny
over its perceived inability to serve taxpayers and its failed attempts at
repiacing its antiquated information systems. Also, several key IRS
program areas f\ave been on our high-risk list of government programs

susceptible to waste, fraud, abuse, and mismanagement for several years.'

Increased ¢ i scruting cul d in Congress’ passing the IRS
Restructuring and Reform Act of 1998. The act, among other things,
provides IRS clearer direction about serving taxpayers and assisting them

to voluntarily comply with the tax Jaws.

To align its business practices with the intent of the act, the Commissioner
has developed a restructuring inftiative that focusés on business and
information systems modernization. Business modernization is to make
IRS' management and operations results oriented to better address the
unique neads of specific groups of taxpayers. Systems moderndzation is to

acquire irformation systers to support IRS’ modernized business

* High Risk Secies: An Uodatz (GAOMHRIM, Jan. 1969).

Pagel GAOT-GGD/AIMD-99-138
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RS Management: Business and Systemy Modernization Pose Challenges

operations, including IRS' ability to provide employees and taxpayers with

up-to-date account information.

Our statement today is based on our past work on IRS' management
challenges and high-risk areas as well as our ongoing work {o monitor IRS

progress in implerenting its new restructuring initiative.

Our statement makes the following three points:

1R busi {ernization P hanging IRS izational
structure, adopting new business practices, and managing for results. A
key chall for IRS’ busi ization will be developing a

balanced measurement system and incorporating that measurement
system into reward and employee-evaluation systems. IRS will have little
assurance that employees will be motivated to change their behavior
unless its reward and evaluation systems are aligned with its new
measures.

RS ization is i ded to impl IRS modernized
busi practices, IRS developed the first two levels of a four-ievel
modemization blueprint in May 1997, which we said was a good first step
in defining the level of detail and precision needed to effectively and
efficiently build modernized systems.’ However, because the blueprint was
developed before the Commissioner’s restructuring initiative, we said
questions exist about its validity, IRS ackmowledges these questions and, in
addition to ¢ leting the bluep plans to validate it in light of the

" restructuring initiative. Further, IRS is working as a pariner with a
systems integration services contractor to complete the final aspects of the
blueprint. Even so, as we have said in the past, using contractors for
systems development is no p *The of

modernization will depend on whether IRS can effectively partner with
and manage its contractors.

* Tax Svsterm el Bluepring J5.2.Good Start B

Asquire Svsterns (GAC/AIMD/GGD-98-54, Feb. 24, 1668).

* Major Chatienges and Program Risks: Treauury (GAMOCG-98-14, Jan.
19907,

Page 2 GAGT-GGIVAIMD-99-138
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*

"The sheer magnitude of undertaking both business and systems
modemization will strain IRS’ management and staff. Such an ambitious
undertaking, along with the need to “stay in business,” makes the
restructuring initiative a high-risk venture that will take years to fully
imph it. The C issioner acknowledges that the restructuring
initiative is a high-risk venture and plans to manage it accordingly.

Business )
Modernization Holds
Promise But Faces
Challenges

Equipped with a new mission statement that focuses on customer service,
IRS is seeking to fundamentally change the way it does business. Business
modernization holds promise for improving service fo taxpayers and
making managers and employees more accountabie in achieving IRS'
mission. To be successful, IRS will need to sustain this initiative beyond

the term of the current Ci issioner and institutionatize ial

improvements. IRS’ business modernization will also face challenges in the
overlapping areas of performance management and human capital. The
challenges we are describing today are not an exhaustive list butare

examples to iflustrate the magnitude of IRS endeavor.

Planned Changes and Time
Frames

Business modernization ence (1) changing RS’ organizational

and bust practices and (2) adopting a results-ori 3

management approach. Some of the proposed changes in these areas are

significant, and could take several years to implement.

Notwithstanding a reduction in the ber of field offices, IR

organizational structure has not changed significantly in almost 50 years.

*[RS’ new mission 13 to provide America's taxpayers tap quality service by helping them undersiand
and meet their tax responsibllities and by applying the tax law with integrity and fairness to alt,

Page 3 GAO/T-GGD/AIMI-89-138
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Each of its field offices is charged with administering the tax laws for its
fespecu’ve geographic area. Accordingly, every taxpayer is served by at
least one service center and 3 district office. Each of these units is
organized along functional lines—for example, exarination, collection,

and tax return processing. The pl d izational cf include

e

from a hically-based structure to one organized by
different types of taxpayers. IRS new organizational structure is to
include four operating divisions that are o serve four groups of taxpayers:
{1) 88 million wage and investiment incore taxpayers; {2) 40 million small

"

bust and seif-employed taxp (3) 170,000 large and midsize

businesses; and (4) 1.9 million tax exempt organizations. Each operating

division is to (1) have end-to-end responsibility for serving its cognizant

taxpayer group and {2) ineer business practices for its resp

group.

IRS is completing detailed plans for the new divisions and is planning fora
raultiyear transition. According to IRS’ preliminary time line, employees
will be realigned to the new organizational structure beginning this fall and
throughout calendar years 2000 and 2001, By the end of this year, IRS plans
1o establish the Tax Exempt Division and much of the Large and Midsize
Business Division. Starting in 2000, IRS plans to begin the transition of

about (1) 21,000 employees to the Wage and Investraent Income Division;

Page 4 GAOIT-GGD/AIMING8.138
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and {2} 39,000 to the Small Business and Self-Employed Division. In
addition to creating new managerent structures and aligning employees

accordingly, the plans 1d busi process ch

implementation of which may extend beyond 2001. For example, the Wage
and Investment Income plans include new examination and collection

business processes that are scheduled to begin in 2002,

Another component of business moderrization is redefining management
roles by defining the skills and experience required for senior executives,

In the hope of broadening the p tive of IRS the new

operating divisions are to be managed by teams that may include a

knowledgeable IRS ive d with with experience
outside IRS. Ohce these teams are established, IRS will need to devoive
responsibility to these managers so that they can identify business process

changes and be held accountable for achieving results.

Revamping IRS’ performance system and aligning that

system throughout the organization is another aspect of business
modernization. The new measurement system, referred to as abalanced
measurement system, is to support achievernent of IRS’ mission and goals.’

The system is to encompass three types of measures—business resuits,

% IRS' three corporabe goals are serving each taxpayer, serving all taxpayers, and fostexing productivity
through a quality work environment.

Page & GAVT.GGIVAIMD-99-138
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TRS Management: Business and Systems Modernization Pose Challenges

customer satisfaction, and employee satisfaction. These measures are to
be aligned from the top of the organization down to IRS’ frontline

employees.

Challenges Are Significant

Implementing performance-based management includes, among other

things, {1} adopting a results ori ion, which includes defini

appropriate results-oriented goals and measures and aligning them
throughout the &gmimtion; and (2) building, maintaining, and marshalling
the hurnan capital needed to achieve results® We identified the following
challenges in performance management, especially in the area of human
capital, simply to illustrate the raagnitude of IRS’ undertaking. These

are not i ded to be an exh ive list.

For example, as [RS implements its ne;v performance-based management
system, it will need some new business results measures that can be
aligned throughout the entire organization. For many years, enforcement
statistics were used as part of a composite measure to rank the
performance of IRS' district offices. Accordingly, it was an important

factor in evaluating the performance of managers of those offices. Yet IRS

B " also inelud ishing financial et
1hat support effecti isi ing and iity and i using to achieve
program results, We testified on IRS’ financial in before the i on
ion and House C Reform, in
‘March jal Statement Audit (GAD/T

1999. (Inverpal Revenue Service: Results ol Fiscal Year 1998 Finani
AMD-0-103, Mar. 1, 1999.) Later in this statemen, we discuss the effective use of technology.

Page 6 FAOT-GGD/AIMD-89-138
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IRS Management: Business and Systems Modernization Pose Challenges

is prohibited from using these measures to evaluate frontline employees.
Our work showed that IRS employees perceived that.enforcement
statistics affected evaluations despite the prohibition.” According to IRS,
the disconnect between using the measures for managers but not for
frontline employees did, in fact, contribute to widespread violations of [RS’

prohibition.

As IRS seeks to develop more appropriate business results measures, such
as voluntary compliance, it faces the obstacle of having limited data for a
baseline. IRS believes that it will need to develop something similar to its
discontinued Taxpayer Compliance Measurement Program (TCMP) before
it can develop a reliable measure for voluntary compliance. TCMP studies
involved doing detailed audits of a statistically valid sample of tax returns
to determine the extent of voluntary compliance among various groups of
taxpayers. [RS discontinued these studies because of concerns regarding
the additional burden placed on the taxpayers who were the subject of

these audits. Since then, IRS has not considered TCMP studies to be a

viable option for ing voluntary compliance. We believe a modified
version of the TCMP studies, that reduces burden on taxpayers, could be

useful in assessing voluntary compliance.

" IRS Personnel inj ion: Use of Statistics in Employee ions (GAQ/GGD-99-
11, Nov. 30, 1998).

Page 7 GAO/T-GGD/AIMD-99-138
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IRS Management: Business and Systems Modesnization Pose Challenges

Once IRS develops new measures, reward and employee evaluation
systerns for managers and frontline employees must be aligned with those

measures if [RS is to use them to help lish its mission and achi

its three corporate goals. Instilling a results orientaﬁc;n throughout all
levels of the organization is particularly important to the success of
performance-based management. Without reward and performance
evaluation systems that are in accord with IRS' new mission statement and

aligned with its measures, ranagers and frontline empioyees may have

inconsi ori iate i ives.

Owr ongoing review of IRS’ current employee evaluation system raises

questions about the extent to which the system focuses on rewarding

service. Preliminary results indicate that employ
tend to emphasize efficiency and revenue over customer service, IRS plans
to develop a new evaluation system as one of its short term customer
service improvements, Until that system is effectively implemented, IRS
will be without a key tool for instilling its new values throughout the

organization.

Another human capital implication of IRS' business modernization is a
significant training chall iRSis i ing its ability to

deliver the requisite training and the iated costs. IRS' training plan for

Page 8 GAO/T-GGIVAIMD-§9-138
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IRS Management: Business and Systems Modernization Pose Challenges

calendar years 1999 and 2000 associated with business modemization
includes (1} orientation training for all 100,000 employees and managers;
(2) leadership courses for managers and executives; and (3) technical
training for employees whose job functions are to be expanded. During
this same time period, IRS is to provide other training required by the

Restructuring and Reform Act of 1998,

Training for employees whose jobs are to be expanded may be significant
for some employees and may be critical fo the success of the restructuring
initiative. For example, in lieu of having a mass influx of seasonal
employees for filing season activities, IRS is planning to increase the
number of permanent employees and expand their job responsibilities to
encompass both filing season activities and non-filing season compliance
activities, such as examining returns. This expansion would require
significant training so that employees who were traditionally involved in
filing season activities can learn the compliance work, Our past work on
IRS’ challenges in consolidating its customer service functions found that
atternpts to expand customer setvice representatives’ responsibilities
encountered some pitfalls. The pitfails stem from expecting too much too

soon from employees.’ The challenge lies in finding the degree of

*Tax RS Faces Challenges in, izing for Customer, ice (CAO/GGD-96-3, Qct.
10, 1595).

Page 9 GAO/T-GGD/AIMD-89.128
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Successful Systems
Modernization Is
Essential to Business
Modernization

2 jzation and sp ion that IRS can reasonably expect of its

employees.

To achieve IRS’ business modernization goals, including serving taxpayers

in a coherent fashion, IRS must suc modernize its information

systems. Modernized systems would provide, for example, IRS employees

and taxpayers with up-to-date account information. We have made

rec dations to add the serious managerial and

technical weaknesses in IRS® past systems modemization efforts. IRSis

d to add ing these dati but has not fully
implemented them. For IRS' systerms modernization to be successful, it

must do so.

In July 1995, we reported that IRS (1) did not have a comprehensive
business strategy to reduce paper tax return filings in a cost-effective
manner; and (2) had not fully developed and put in place the requisite
ranagement, software development, and technical infrastructure

Y 10 St lly impl its ambitious systems modernization.

We also reported that [RS lacked an overall systems architecture to guide

the modemization’s development and evolution. At that time, we made

over a dozen recc dations to add these X including

calling for IRS to (1) implement processes for investment management;

Page 10 GAO/T-GGD/AIMD- 99138
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IRS Management: Business and Systems Modemization Poge Challenges

@i disciplined procedures for develop and (3}

and enfe ani 3 hi including data.

and security subarchitectures.” IRS agreed with our recommendations.

1IRS has made progress in addressing the ial and technical

weak inits modernization effort that we identified in 1965,

However, to minimize the risk of IRS’ investing in systems before our

a

t fons were impl

d, Congress divected IRS, among other
things to (1) ish a schedule for impl NG oY Tec dati
and {2} subrmit an information hi for modernization by

May 15, 1997 IRS completed a modernization blueprint in May 1997 that
included the first two levels of a four-level modemization architecture or

blueprint, In February 1998, we reported that IRS modernization bl

was a good first step in defining the precision needed to build a
modernized set of interrelated systems effectively and efficiently.”
However, IRS’ blueprint was completed 8 months before the

Commissioner announced his bust dernization plans. B

business modernization may change the very business processes and

requirements on which the modernization blueprint was based, it vaises

Tax Systems Modersization: Mapagement snd Jechnical Wea
Modernization s Yo Succeed (GAO/AIMIN85-136, July 26, 1995).
e

Tax Systems Modernization:, Bluepring it a Good Stagt Bt
Acquire Systems (GAC/AIMB/AGGD-98.54, Feb. 24, 1958).

Page 11 GALT-GGD/AIMD99.138
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RS Management: Business and Systems Modernization Pose Challenges

questions about the modernization blueprint’s validity. IRS acknowledges
that these questions exist and plans to validate the blueprint in light of

business modernization.

In March 1998, a little less than a year after completing the first two levels
of the blueprint, IRS issued a request for proposal for a prime systems
integration services contractor (PRIME). In December 1998, IRS awarded
its PRIME contract for systems modemization. IRS is working as 2
“partner” with the PRIME contractor to complete the modernization
blueprint as we recorurnended. For the PRIME contractor and partner
strategy to be successful, IRS will need to effectively manage its
contractors. Our past work has found that IRS has had difficulties in

managing contractors."

IRS is also working with the PRIME contractor to account for (1) changes
in system requirements and priorities caused by IRS’ organizational
restructuring and (2) changes to accommodate new technology and to
implement the requirements in the IRS Restructuring and Reform Act of
1998. Additionally, IRS is in the process of establishing disciplined life-

cycle management processes and structures and mature software

"' High Risk Series: it and (GAO/HR-97-9, Feb. 1997).

Page 12 GAO/T-GGD/AIMD-99-138
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IRS Management; Business and Systems Modernization Pose Challenges

development and acquisition capabilities, including the capability to

manage contractors, before it begins building modernized systems.

Scope of Restructuring
Initiative Makes it a
High-Risk Venture that
IRS Acknowledges

IRS’ restructuring initiative focuses on both business modernization,

including organizational ch and modernization. However,
the sheer magnitude of the changes will strain IRS' management and staff.
This major restructuring initiative, with its focus on customer service, also

entails a cultural change for IRS. Such an ambitious undertaking, along

with the need to “stay-in-business,” makes this initiative a high-risk

that will take years to fully implement.

The Commissioner has concluded, and we agree, that the business and
systems modernization components of IRS' restructuring initiative must be
addressed in an integrated fashion. The Commissioner acimowledges that
the restructuring initiative is a high-risk venture and plans to manage it

accordingly.

We plan to continue to monitor IRS' progress in impl ingtheb
and information systems aspects of its restructuring initiative. This
concludes my prepared statement, and I would be happy to answer any

guestions,

Page 13 GAO/T-GGD/AIMD-93-138
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Mr. McINTOSH. Let me ask unanimous consent to keep the
record open for 10 days, because I think Mr. Horn, who is not able
to be with us for the conclusion, may have some specific questions
for you. But if any of the other members of the two committees do,
we will get those to you in writing as well as the other panels.

Let me ask very quickly, Mr. Stevens, you estimated, I think,
that for 28 of the 872 violations of law on failing to get the paper-
work approved before it was required of American citizens, that it
cost about $3 billion.

Were you able to get information from OMB on the cost of the
others, either in the man-hours that are associated with them, or
otherwise make an estimate of the costs for all of those violations?

Mr. STEVENS. The Information Collection Budget does not in-
clude the hours that are associated with each of the violations, so
it is not readily apparent from their publication. We did go back
to OMB and ask for the hours of burden that were associated with
the Department of Agriculture’s information collection violations,
aﬁld they provided that readily. We made some extrapolations from
that.

In general, the ones that the 28 were drawn from were the larg-
est collections of government. If you make some assumptions that
the Department of Agriculture is similar to other agencies, and
that the volume that we had there would be similar across govern-
ment, we figure there are about 50,000 hours for each of those col-
lections. It would add about another $1 billion if we extrapolated
that to the rest of the government. It was something of a stretch—
it wasn’t easy to do—but it would make it about $4 billion instead
of $3 billion.

Mr. McINTOSH. Additional to the—so three to four, not an addi-
tional four on top of the three?

Mr. STEVENS. Yes, because the additional ones were from smaller
collections than the ones we looked at first.

Mr. McINTOSH. So we are looking at $4 billion of additional
costs.

Mr. STEVENS. That would be a reasonable assumption, based on
our calculations.

Mr. McINTOSH. Let me ask you, Ms. Lee, to respond to some of
the comments that Mr. Stevens had made. Actually, just to start
it off, has Vice President Gore been involved in the paperwork re-
duction activities of OMB in a supervisory role?

Ms. LEE. In a day-to-day role, no.

Mr. McINTOSH. But in terms of reviewing the final outcomes and
the general supervision?

Ms. LEE. To the best of my knowledge he is not familiar with this
level of detail.

Mr. McINTOSH. OK. So that—well, we can come back to the rec-
ommendation.

How do you respond and how does OMB respond to the criticism
that they counted the hours for the illegal forms as reductions
when, in fact, the forms were continuing to be used by the agencies
and $4 billion of cost was imposed?

Ms. LEE. With great concern. We don’t want that to happen. The
Information Collection Budget is a good planning tool, and what we
have realized by collecting this rather detailed report is that it has
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made agencies more aware of their commitments and more aware
of the process; but it is not perfect, and we recognize we have a
long way to go.

What we do want to do is accomplish the goals and——

Mr. McINTOSH. So does OMB have any plan to change its own
operations so that those aren’t double-counted? I mean it appears
as if they reduce more paperwork than actually is reduced, if the
form is no longer valid and OMB says that is not a valid form any
more, so we are going to count it as a savings, but the agencies
continue to use it.

Ms. LEE. We did make corrections in the Information Collection
Budget. We tried to correct for the collections that had expired.
And I know this is a discussion of programs and adjustments, but
there is corrected information in the budget. We have tried to cap-
ture those violations, and we are looking for ways in the future to
prevent that from happening and then to act quickly should it hap-
pen and consider all of these recommendations.

Mr. McINTOSH. Good. Because I think it would be important to
have the bottom line number be accurate there.

How about in response to what Mr. Stevens said was perhaps
even more troubling, the failure to be proactive in getting the agen-
cies to implement the paperwork reduction initiatives?

Ms. LEE. Certainly we have desk officers who are each involved
with agencies, and they do review the activities on a regular basis.
We have even discussed how we can improve that and are looking
at some of the recommendations that are before us here to see
which ones of those are readily implementable.

Mr. McINTOSH. Well, let’s look at some of the specifics that were
in the written testimony. Do you think it is a good idea that OIRA
would, in advance of the expiration, notify the agency it is about
to expire and seek their action to correct that?

Ms. LEE. They currently send out on a quarterly basis, a list of
regulations that are about to expire, and I think what we are talk-
ing about here is a little bit more aggressive followup.

Mr. McInTOosH. OK. And then some of the others, when they find
that one has expired, will they—do they list publicly, announce the
agency is out of compliance, notify the budget side of OMB, notify
the Vice President and notify the Federal Register? Are those four
good suggestions?

Ms. LEE. Those are suggestions that we are looking at: how do
we put these into the system? How and when and at what phase?

Mr. McINTOSH. Let me ask you today, is that something that will
be done?

Ms. LEE. I expect it will be.

Mr. McINTOSH. Because they seem like very good common sense
suggestions to me.

How about the comment that perhaps OIRA needs more employ-
ees, that there has been a reduction in the work force not only
under President Clinton’s watch but prior to that, and perhaps we
actually need to give you some additional staffing and resources to
do all of these things?

Ms. LEE. I was not at OIRA previously with the higher head
count; and I know that the office is relatively small—it is about 40
people—and they do turn out a tremendous amount of regulatory
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review, et cetera and I know there is an ongoing discussion with
other committees as to what is the appropriate staffing.

Mr. McInTOSH. Well, just for our record today, is that a good
suggestion for GAO that Congress should look at?

Ms. LEE. I am in kind of the same boat as Mr. Rossotti. I don’t
specifically have an individual comment on that. I think we need
to look at the agency as a whole and see if we can do some of this
reduction. We can look at other ways to simplify our processes and
then align the appropriate personnel to that approach.

Mr. McINTOSH. The other thing that this committee has rec-
ommended, and when the agency hasn’t wanted to increase per-
sonnel, is to fence off some of the budget and say, unless these
things get done, you can’t spend it in other places.

So let me ask you to go back—and we are holding the record
open for 10 days—and see if there is an official response from OMB
on that question of whether we should increase the staffing.

Ms. LEE. I would be happy to.

[The information referred to follows:]

The President’s FY 2000 Budget request for the Office of Management and Budget
maintains the OIRA staffing level at the FY 1999 level. OMB is committed to main-
taining budgetary restraint, even though recent Congressional action has created

numerous additional responsibilities and significantly added to the organization’s
workload.

Mr. McINTOSH. Thank you.

The final question—and then I am going to go and vote and Mr.
Ryan will come and continue this part of the hearing—what about
this idea of encouraging the Vice President to take a more active
day-to-day or at least supervisory role under his authority under
the Executive order? I will share with you, I did work for a former
Vice President who was very active in that, and so it seems to me
like a good idea. I think you can have different views coming from
the Vice President’s office, but the institutional structure struck me
as a good one where you had someone close to the President paying
attention to these questions on paperwork and regulation.

Ms. LEE. Mr. Mclntosh, that is certainly a possibility, but I think
as you pointed out at this hearing, we have some more staff work
to do and I think we need to do some of that and ensure that we
have done the best we can before we present this issue to the Vice
President for his action.

Mr. McInTOSH. OK. And certainly anybody who is as busy as the
Vice President—and there are many things on his plate—we need
to make sure he is well staffed in doing that, and OIRA did that
for us when we were in the Office of the Vice President.

Let me ask one other quick question: should Congress consider
sanctions for even the agency or policy officials in an agency who,
once they had gotten the notice that the paperwork is about to ex-
pire, knowingly violate the act and let it expire and then continue
to collect those paperwork requirements from the public, so that
there is some teeth behind the requirement there?

Ms. LEE. The sanction activity, again I am going to leave that
to the Congress for their decision. I think as the administrative
side of the house, we need to do a better job of aggressively fol-
lowing up on those activities and then present you with accurate
results so you can properly make that decision.
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Mr. McINTOSH. Mr. Stevens, let me ask you that question. Would
GAO feel that that would be one way to strengthen the provisions
of the act?

Mr. STEVENS. Well, it is certainly true there is no consequence
of a violation now. You just get your collection published in a book;
your name is not attached to it. There are really no adverse con-
sequences at all. And I would think it would be reasonable to have
that be a performance element in the SES contract of the Chief In-
formation Officer, for example. But I also think that it is too early
to give up on OIRA and its role and its policing, its ability to use
the pressures of the budget and the overall controls they have over
agencies. We do have a mechanism in place; I think we should try
to make that work before we impose a new one on top of it.

Mr. McINTOSH. Or maybe strengthen it that way and provide the
incentive at the agency to cooperate with OIRA.

Let me now have the committee stand in recess. Mr. Ryan told
me he would be coming right back after the vote, so he is, as the
vice chairman, will continue. He may have some questions for you
all on this panel. If not, he will move on to the next panel.

Thank you very much. I do appreciate you coming today.

[Recess.]

Mr. RYAN [presiding]. We will reconvene the hearing.

I would like to start by asking Mr. Stevens a couple of questions.

Mr. Stevens, can you tell me what OMB’s or—excuse me, what
GAO’s recommendations are for improvements in OMB’s manage-
ment of the paperwork burden imposed on the public?

Mr. STEVENS. One perhaps, Mr. Ryan, would be to take a larger,
more systemic view of the problem of information collection. Typi-
cally right now, within the Office of Information and Regulatory Af-
fairs, the individual desk officers are inundated with individual in-
formation collections. One of them we talked to said she had 20 or
30 of them on her desk at the time we spoke to her. And it is not
hard to understand that they deal with these serially, one by one,
and that it is hard to take an overview of the impact of that on
the clientele of the agency, on the government, on the overall bur-
den. It seems to us that somehow, taking a larger view of that
problem, dealing with these in larger aggregates could be a step
forward.

Mr. McIntosh also recounted some of the specifics in our state-
ment, but those have to do with dealing with individual violations
of the act, and we do make those suggestions there. Part of the
problem is that it is just not very prominent, no real penalty or ad-
verse consequences flow from violating the act, and some higher
level of attention to that could presumably be effective.

Mr. RyaN. If you had to rewrite the system, how would you bring
a higher level of attention to that?

Mr. STEVENS. One of the basic reasons the Office of Information
and Regulatory Affairs is in the Office of Management and Budget
is because that is where the clout resides. The perception and the
argument is that OMB can bring pressure to bear on agencies
through its control of the budget process, through its control of leg-
islative clearance, and to our knowledge, that is not used very sys-
tematically within OMB. We think that closer relationships be-
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tween OIRA and those budget examiners can make a difference,
particularly for agencies that are endemically in violation.

Mr. RYaN. Have you looked at OIRA in prior administrations and
witnessed that OIRA had had a strengthened role, say, in past ad-
ministrations in the 1980’s versus the role OIRA plays now? Does
OIRA seem to be playing second fiddle versus its role in prior ad-
ministrations? Are there models that we have employed within
OMB that have strengthened OIRA that you think we ought to go
back and take a look at, or what are some structural things we
should do with OIRA to elevate their importance, their involvement
within OMB? Have you taken a look at that in the past?

Mr. STEVENS. Well, we have looked at OIRA since it was first put
together, and we have done many studies over the years. It used
to be a larger organization than it is now in terms of staff. And we
have not recommended directly, but pointed out in our testimonies
the effects of the attrition that they have suffered there.

It is also true that OIRA has been more dictatorial with regard
to agencies in the past. It controlled more. And they took some neg-
ative press—they got some negative reaction to that. I think Con-
gress at one point has had the point of view that OIRA should not
be so active as it has been before.

So they have a balancing role. I think it is not as strong as it
used to be, but perhaps

Mr. RYaN. Was that more style or structure? I mean the old
OIRA was one that was just how you described. Was that because
of the style of the leadership within OIRA, or was that a difference
in structure within the agency; and was the attrition that we have
seen within OMB with respect to OIRA much more significant than
the rest of the attrition within the agency? Was OIRA singled out,
do you believe, in the last 6 years over other cutbacks within the
agency?

Mr. STEVENS. Well, actually, since OIRA is a statutory-based
agency, I think it was protected somewhat from the restructuring
that the rest of the management functions in OMB have gone
through. So I don’t think it has been differentially affected, but it
certainly is smaller. It is certainly our perception there that people
are not sitting around with spare time on their hands. They are ex-
tremely busy, they work very hard, and we respect that.

Mr. RyaN. Well, thank you, Mr. Stevens.

Ms. Lee, I would like to ask you a couple of questions. Given that
the IRS accounts for nearly 80 percent of the total governmentwide
paperwork burden on the American public, given that fact, what
change did OMB make in IRS’s proposed Information Collection
Budget?

Ms. LEE. Mr. Ryan, I don’t have the specifics on IRS, but I would
be glad to get them for you for the record.

Mr. RYAN. That would be great. If you would do that, I would ap-
preciate it.

It is my understanding the IRS did not identify any specific pa-
perwork reduction accomplishments in fiscal year 2000. Can you
comment on that? Can you comment on why OMB accepted that?

Ms. LEE. Well, I think Mr. Rossotti discussed it in detail and
committed to look at whether they make additional reductions and
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try to balance the burden and the benefit for the changes in the
Tax Code.

Mr. RvaN. OK. In your role, though, wouldn’t it—what I am try-
ing to get at is, we heard Mr. Rossotti’s testimony with respect to
paperwork reduction. OMB—it is OMB’s role to find other rec-
ommendations, maybe to check on the work. Why hadn’t OMB
come up with a separate recommendation for the IRS, or is there
a history there that you can shed some light on to this, why there
was no recommendation?

Ms. LEE. I don’t believe there is a specific history, but I would
be glad to get the details for you.

[The information referred to follows:]
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With reference to your two questions about the Internal Revenue Service, OMB
works with the agencies, including Treasury, to ensure that there is a continued focus on reducing
information collection burdens, increasing the productivity, efficiency, and effectiveness of
Federal programs, and balancing the practical utility of information collections against the
burden imposed.

Federal agencies face difficult challenges in reducing burden — data collection is critical to
agencies meeting their program responsibilities and new statutes require additional information
collection. The Taxpayer Relief Act of 1997, for example, increased reporting burdens by over
64 million hours in FY 1998 and over 92 million hours in FY 1999 (as of December 1998).
Moreover, there are factors outside the control of agencies that increase burden. OMB has
worked with the agencies to meet these challenges, but more work needs to be done.

Fortunately, Treasury has undertaken a number of burden reduction initiatives that we can build
on. IRS, for example, revised the requirements for the IRS Form 1040-ES, Estimated Tax for
Individuals, doubling the threshold for having to file this form from $500 estimated taxes to
$1,000. This change reduced burden by 3.7 million hours. IRS also continues to report increased
use of its popular e-file system, including electronic filing and Telefile. IRS expanded eligibility
for the 941 TeleFile program, which allows employers to report employees” wage and tax
information by touch-tone phone instead of on the paper Form 941, Employer's Quarterly Federal
Tax Return. An additional 300,000 businesses used the 941 TeleFile program last year,

reducing burden by almost 14 million hours.

IRS also plans to replace its current burden estimation methodology with a new measure of
compliance burden that will achieve a number of important goals. These goals include (1)
measuring compliance burden more comprehensively and accurately by, for example, accounting
for electronic filing methods; (2) providing a tool to reduce compliance burden during the
development and analysis of legislative and administrative proposals; and (3) providing a tool to
explain current levels of taxpayer burdens and the changes in those burdens due to administrative
or statutory changes. We plan to work closely with Treasury, in its planning for FY 2000 and
beyond, to build on this and other important initiatives so that more burden reduction can be
achieved.
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Mr. RyaN. OK. One thing I did want to quickly ask you, since
the HHS is expected to levy the third largest paperwork burden on
the American public, why did OMB accept the Department of
Health and Human Services, the act of not identifying any specific
paperwork reduction accomplishments in 1999?

Ms. LEE. We are working with HHS. They have some increases.
In many cases, that is because they have some key legislative ini-
tiatives: they have the Prescription Drug Marketing Act; they have
the Health Insurance Portability and Accountability Act; they have
the Personal Responsibility and Work Opportunity Reconciliation
Act; and the Medicare reform initiatives. So those added burden,
and now we are trying to again balance that burden and responsi-
bility and find out what reductions can be made to offset the in-
creased burden.

Mr. RYAN. So we shouldn’t pass so many laws, you are saying.

Ms. LEE. I will leave that up to you to decide.

Mr. RYAN. Ms. Lee, I have a question from Chairman Horn.
Chairman Horn asked Commissioner Rossotti about the President’s
failure to submit nominations for the IRS oversight board. Mr.
Rossotti did not know why no names had been submitted. Do you?

Ms. LEE. No, sir, I don’t; but I, again, would be glad to look into
that and tell you if we have any knowledge.

Mr. RYAN. If you could, and if you could give that to Chairman
Horn, I sure would appreciate that.

Ms. LEE. I will do that.

[The information referred to follows:]

The President is firmly committed to making the strongest possible appointments
to the Internal Revenue Service Oversight Board. The individuals who serve on this
Board will have access to sensitive tax information and play an important role with
respect to the Internal Revenue Service. The background review, which includes a
review of financial information and tax history, is thorough and takes time. The Ad-

ministration is moving as expeditiously as possible and intends to make these ap-
pointments soon.

Mr. RyaN. I would like to ask Mr. White another question from
Chairman Horn. Could you touch on why the IRS has failed in its
efforts in the past, and if you feel this effort is proceeding in a way
that is different?

Mr. WHITE. In terms of its efforts to modernize?

Mr. RYAN. Yes, I am sorry, in terms of modernization.

Mr. WHITE. I think that what IRS is doing right now is a much
larger effort than it has attempted in the past. One of the points
that we made repeatedly in our past work is that, systems mod-
ernization, which is an area in which IRS has had a number of
problems over the past years and wasted a lot of money, needs to
be done in an integrated fashion with business process moderniza-
tion; and the current commissioner is operating that way. They are
in a planning phase right now where they are trying to do both.
It is ambitious and it increases the risks, but I am not sure that
there is an alternative to it.

Mr. RYAN. You do think it does increase the risk for failure?

Mr. WHITE. It is a huge undertaking; and therefore, it is risky.
But I don’t think there is an alternative. If you are going to change
IRS and the way they do business, the way they operate with the
American taxpayer, you have to modernize both their business
processes and their information systems.
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Mr. Ryan. OK. Well, thank you very much. I appreciate the
panel attending.

We will now call our next panel. We will begin with Sydney Hoff
Hay from Phoenix, AZ; Kay Whitehead from Muncie, IN; William
Lindsay, who is the president of the Benefit Management and De-
sign, Inc. of Denver, CO; and John Nicholson, owner of Company
Flowers in Arlington, VA.

Ms. Hoff Hay, we would love to hear from you first.

STATEMENTS OF SYDNEY HOFF HAY, PHOENIX, AZ; KAYE
WHITEHEAD, FARMER, MUNCIE, IN; WILLIAM N. LINDSAY,
PRESIDENT, BENEFIT MANAGEMENT & DESIGN, INC., DEN-
VER, CO; JOHN NICHOLSON, OWNER, COMPANY FLOWERS,
ARLINGTON, VA

Ms. HorFrF HAY. Mr. Chairman, thank you for asking me to testify
before this subcommittee. I am here because I am a patriotic Amer-
ican. I don’t really want to be here, but when a staff Member of
the U.S. Congress calls and asks you to appear in these august
halls and participate in this process, you feel it is your duty as an
American to respond. So I am here to tell you my story.

May 1 first express to you that I am not a tax protester, not by
any stretch of the imagination. This is not even about paying taxes.
Now, I have been a tax activist at the State level. I have a history
of that. I organized an initiative at the State level to require a two-
thirds majority for tax increases in Arizona. I worked on that with
Congressman John Shadegg. It was successful. I have other of
those types of successes to my credit. But this is not even about
that. This is about the fact that I am a taxpayer.

I am self-employed. Now, I have two assets which enable me to
make a living as a self-employed consultant. No. 1 is my knowledge
and my abilities. No. 2 is time. The IRS has zapped a whole lot of
my time over the recent past. There is a third thing: it is my cre-
ative energies and my enthusiasm for what I do, and that may be
an even greater loss to the IRS.

Now, this past weekend, upon returning home from a grueling
business trip, a very difficult trip indeed, the latest communication
appeared in our mailbox from the Internal Revenue Service. Now,
when you see that envelope, you immediately panic, your blood
pressure goes up. You go, oh, my gosh, what now, you have this
heavy sigh, and then the “what now” was an unexpected bill from
the IRS. It was a bill when I opened it for 16 cents.

Now, can you imagine that? They sent this bill with a 33 cent
stamp at a cost of how much time and computer time and staff
time, and I don’t even know how you write a 16 cent check; and
I have to respond and take my time and my 33 cent stamp in order
to comply. This is just another invasion of my valuable time. But
more than that, what is so annoying is this invasion of my precious
few moments in my home with my family to deal with this after
a long and grueling business trip.

Now, how did this come to happen? Well, a few weeks ago I re-
ceived a bill, an unexpected bill from the IRS for about $54 which
they said I owed from an underpayment of my daughter’s 1996
taxes when she was 18 years old and still living at home. Now,
when you get a bill for $54 from the IRS, you do what any normal
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person would do. You pay it, because you don’t have time to take
out of your life to even look into why you are getting the $54 bill.
I still don’t know why, but I paid it. Now, you know, it would have
cost me hundreds of dollars in time, let alone my enthusiasm and
energies in order to even look into it, so I just paid it. Now, that
latest example, the $54 and the 16 cents may seem very trivial.
But it came to me at a time that came after a very grueling experi-
ence that I had over the last year with the IRS. Here is what hap-
pened.

After an examination of my husband’s and my 1996 tax return,
which took about 4 months, an amount we owed as a result was
agreed upon. It was settled upon. A large portion of that amount
was agreed that it was deductible. It is just that I paid those ex-
penses in December 1996, and the IRS said they really belonged
deducted in 1997, so they were deductible; but what I needed to do
was write a very large check to the IRS and then get my account-
ant to refile 1997 and a large portion of that check would come
back to me. So December 3 of that last year I wrote a large check
to the IRS for the precise amount. We hand-delivered it, date-
stamped it in at the IRS Phoenix office. Then our accountant redid
the 1997 return, as had been suggested; and it requested a refund.

Now, a month or so later we received a bill from the IRS. It was
for the amount of the check that we had written in December. Now,
it said in there, if you have already paid your tax, you can ignore
this notice. Well, we had already paid it, date-stamped it in. We
had the proof. We ignored the notice. A couple of weeks later comes
a certified letter from the IRS with the words, we may seize your
paycheck, bank account, auto, other property. We can file a notice
of Federal tax lien, plus there was $200 in penalty and interest for
a check we had written. We proved it. We showed them the date
stamp. Uh-uh. The burden was on us. We had to prove it to them
by going to our bank, getting a copy of both sides of the check, and
then, so that they could find out where they had applied our
money, to whose account. More time lost, more creative energy
spent. Eventually they were satisfied, I think up to this point, I un-
derstand, but then came the next blow. That certified letter, an-
other one, came in the mail, denying the refund for 1997.

So now I realize I am just about out of time, but I would like
to go into—I had one employee up until about a month ago. I had
one employee. I don’t have any employees right now, so I hope that
you will give me an opportunity to talk a little bit about the payroll
tax burden for one employee. Thank you.

Mr. McINTOSH. Thank you, Ms. Hoff Hay. Certainly in the ques-
tioning I will make sure that we get that into the record.

[The prepared statement of Ms. Hoff Hay follows:]
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TESTIMONY OF SYDNEY HOFF HAY

BEFORE THE HOUSE GOVERNMENT REFORM SUBCOMMITTEES ON
GOVERNMENT MANAGEMENT, INFORMATION AND TECHNOLOGY &
NATIONAL ECONOMIC GROWTH, NATURAL RESOURCES
AND REGULATORY AFFAIRS

APRIL 15,1999

Thank you for asking me to testify before this subcommittee. Iam here because I am a patriotic
American. Ido not want to be here. But when a staff of a member of the United States Congress
calls and asks you to appear in these august halls and participate in this process you feel it is your
duty as an American to respond. So I am here to tell you my story. May I first express to you
that I am not a tax protester. This is not about paying taxes. Ihave been a tax activist at the state
Jevel. This is not about that even.

1am a taxpayer. I am self-employed. Ihave two assets which enable me to make a living as a
self-employed consultant. Number one is my knowledge and abilities. Number two is time, The
IRS has zapped a whole lot of my time over the recent past. And there’s a third thing — my
creative energy and enthusiasm. That may be an even greater loss to the IRS.

This past weekend upon returning from a business trip, the latest commaunication appeared in our
mailbox from the IRS. You se¢ the envelope. A pit forms in your stomach and you breath a
heavy sigh, “What now?” This “what now” was an unexpected bill — a bill for 16 cents, Can
you imagine that? They sent this bill with a 33 cent stamp at a cost of how much staff and
computer time? How much will it cost them to process payment for 16 cents? How do you even
write a 16 cent check? So now, I have to take the time to pay this bill with my own 33 cent
stamp. This is just another taking of valuable time — but more than that -- what is so annoying
is the invasion of my precious few moments at home between work hours and business trips for
something so incredibly stupid.

How did this bill come to happen? A few weeks ago, I received a bill for about $54 which the
IRS said I owed from an underpayment of my daughter’s 1996 taxes when she was 18 years old.
‘When you are self-employed and you receive a tax bill for $54, you do not have the time to even
look into why you received it — you just pay it. The time it would take to figure it out would cost
me far more than $54 in lost time ~ again all L have is my abilities and the time I have to use
them to serve my clients. It would have cost me hundreds of dollars to check this bill out. Se, I
just paid it.

This example may seem trivial but it came after what I consider a grueling experience with the
IRS. After an examination of my husband’s and my 1996 tax retum by the IRS which took about
4 months, an amount we owed as a result was settled upon. A large portion of that amount was
determined to be allocated to the wrong year. So we were told to file an amended return for 1997
and that amount would be refunded for 1997. The date was December 3" or 4 of last year, We
wrote a check for the precise amount that day and had it hand delivered and date-stamped at the
IRS office in Phoenix. Within a few weeks, our accountant redid the 1997 return as suggested
and filed it requesting a refund.
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A month or so later, we received a bill for the full amount for 1996 that we had already paid. On
it were the words, “If you have already paid your tax in full...please disregard this notice.” We
had already paid it. So, we disregarded the notice. Less than two weeks later, the certified letter
arrived. “...we may seize your paycheck, bank account, auto or other property. We can also file
a notice of Federal Tax Lien.” Plus an addition of nearly $200 in penalties and interest since the
last notice.

My husband and 1 immediately notified the IRS. We had paid the bill. We proved it by the date-
stamped copy. But the burden was on us. It was not enough to prove to them that we had paid
them. We were told it was up to us to get a copy from the bank of both sides of the check so they
could determine to whose account the IRS had mistakenly applied our money. More time lost.
More creative energy spent. Eventually they were satisfied. At this point, I think the matter is
cleared up.

Then comes the next blow. Another certified letter arrives. This time, the IRS is denying the
refund for 1997!!! This matter is still hanging out there unresolved. You can imagine my
outrage over this.

Now, all told, so far, the accounting bill for this totals around $10,000. We haven’t even begun
to fight over the refund we have coming. But, who knows? We may have to just drop it because
at a certain point an additional accounting bill could wipe out most of the refund anyway. This is
not fair.

Now, on to the payroll tax burden. Up until a couple of months ago, I had one employee. She
left to have a baby. The filing of the payroll tax is required on a monthly basis — I used to be able
to do it quarterly. This is onerous. Now it’s monthly deposits, with quarterly returns and it is a
nightmare. In the last few weeks on the same account with only one employee I have received
the following notices:

On March 15 — Credit balance of $571. How do you want us to handle it?
March 22 - You owe $28.25.

March 22 - You owe $548.56

April 5 - You owe $431.60

I have not had time to sort it all out. Another time loss on the horizon. Are these my mistakes or
the IRS’ mistakes? Idon’t know, but with recent past experience, I am not encouraged. The
bottom line for me and I think for our nation’s future is this question:

“Why would anyone want to grow their business to the point where they could hire more
employees?”

This is my story. There are thousands more people like me in this country who believe that
government is the great robber of time, of energy, of enthusiasm. It feels like government is just
waiting in the wings ready to pounce and say, “How dare you try to be successful? How dare you
try to be self-employed?”  And that is really sad.
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Mr. McINTOSH. Our second witness for this panel is Ms. Kaye
Whitehead. Ms. Whitehead, who is familiar to this committee, she
has testified before this committee before in a field hearing and
here in Washington. I appreciate your coming from Indiana. It is
a pleasure to have you here once again. Your entire testimony will
be submitted for the record. Feel free to summarize it today before
us.

Ms. WHITEHEAD. Thank you. I am a farmer from Delaware Coun-
ty, IN, and on our third-generation family farm we grow corn, soy-
beans, wheat, hay, and hogs. I would like to thank the sub-
committee for this opportunity, but let me say that I am very con-
cerned that our family will have the opportunity to be a fourth-gen-
eration farm.

There is no question that American agriculture will enter the
next millennium as the world’s leader in food production, but will
we occupy this same position in another 10 years? If we don’t want
American agriculture to slip—and I really don’t think that is the
intent—we need to change thinking in government. We have got to
quit tying farmers in knots with ill-conceived, costly regulation. We
have got to stop imposing sanctions on U.S. agricultural trade. We
can’t give developing nations a pass on restrictions that would be
imposed by a global climate treaty.

I bring all of this to your attention in order that you may better
understand the frustration of producers out there in rural America
as we attempt to abide by the law, but it keeps changing and grow-
ing before the ink is dry on the paper. Between EPA and IDEM,
which is Indiana’s version of EPA—and every State has one—agri-
culture is being driven from this country at an alarming pace. Is
this the true intent of Congress and this administration?

Just as an example, Indiana has had, since 1971, statutes for
confined-feeding operations. In the 1998 inspections completed by
IDEM, still utilizing that old guideline process of 1991, the results
show that only 2.4 percent of the inspections conducted revealed
significant and/or repeated problems. These results prove that Indi-
ana producers are doing a very good job of protection of water re-
source and, thus, public health. In Indiana we have a zero-dis-
charge requirement. It is a strong performance standard, but it is
working. But recent actions show me that agencies and government
are more worried about developing regulatory procedures and pa-
perwork than accomplishing results.

On March 9, 1999, EPA and USDA presented their unified na-
tional strategy for animal feeding operations. I was present at the
meeting in March 1999 in which an official from EPA presented
this document to an IDEM rulemaking meeting. This official stated
that this program was 95 percent voluntary and only 5 percent
mandatory. However, after listening to what he actually said, the
fact is, if a producer does not develop a CNMP, which is a com-
prehensive nutrient management plan, and obtain an NPDES, non
point discharge elimination system, which is a permit to discharge,
but agriculture would not be allowed to do so, the storm water ex-
emption currently provided for in the Clean Water Act would not
be honored.

Indiana producers, as do producers in many other States, cur-
rently must provide by-law documentation to obtain an approval
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before they can build a confined-feeding facility. Part of that docu-
mentation is a manure management plan, which is an MMP. The
question was specifically asked by this rulemaking meeting of that
official of whether the current approval process that producers
must go through in Indiana, and the current MMPs that we must
provide would meet EPA’s needs. The answer was an emphatic no.
So producers will now be required to complete another level of bu-
reaucratic paperwork, and this will not only be applied to new fa-
cilities, but existing ones as well. Existing operations that already
have approvals will now have to meet the new improved govern-
ment regulations at two levels.

Then, to add more fuel to the fire, I as a producer cannot provide
my own CNMP. The EPA/USDA document specifically states that
it must be completed by a public official or a certified private party,
another cost that makes no sense. I will be the user, I will imple-
ment the plan, and yet I will have no ownership of that plan; and
it will cost me to obtain this plan, which is probably a standard
prescribed document that will not consider any of the assets of my
current practices on our farm. My current manure management
plan was developed by me and is flexible to allow our farm to incor-
porate new technology into our management procedure. The new
plans are very prescriptive and imprisons our management into to-
day’s technology. It is an enforceable, immovable plan.

USDA will require me to do additional recordkeeping, records to
indicate the quantity of manure produced, how the manure is uti-
lized, including where, when, and so forth of the amount supplied.
We have no way to pass this cost along. Farmers are price takers,
not price makers. Although not a solution to the additional cost of
this requirement, the first things that farmers are going to be
forced to do is to increase in size, and that is to spread the cost
out over more units. I am not opposed to recordkeeping. I think
records make good sense. We do that on our farm. It is part of good
business practice. But mandates by the government to regulate
management is unacceptable.

In the essence of time, I am going to come to a conclusion here.
There is just one thing I want to know from this committee and
from Congress, and its administration. As a farmer, I want to
know—I would like an answer as to the intent and the direction
of this administration. If everyone’s intent on providing more jobs
in the regulatory arena by continuing to create more costly regu-
latory burdens for agriculture, I need to know that. My family
needs to know that. So that we can get out of this business while
there is still some equity left in our farm, and before the fourth
generation becomes too involved. Perhaps we could all get jobs in
the regulatory arena. It does seem that is quickly becoming the fu-
ture of this country. Thank you.

Mr. McINTOSH. Thank you, Ms. Whitehead. Let me say it will be
the intention of this committee to make sure we hold back the reg-
ulators so that you all can continue farming. The same thing for
small businesses such as Ms. Hay’s. We are up against a large reg-
ulatory entity here in Washington. EPA is only one of many, but
we are doing the best here in Congress to hold them in check.

[The prepared statement of Ms. Whitehead follows:]
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TESTIMONY OF KAYE WHITEHEAD

BEFORE THE HOUSE GOVYERNMENT REFORM SUBCOMMITTEES ON
NATIONAL ECONOMIC GROWTH, NATURAL RESOURCES AND REGULATORY
AFFAIRS &

GOVERNMENT MANAGEMENT, INFORMATION AND TECHNOLOGY

APRIL 15, 1999

1 am a farmer from Delaware County, Indiana. On our third generation farm, we grow comn,
soybeans, wheat, hay and hogs. I would like to thank the subcommittee for this opportunity. But
let me say that ] am very concerned that our family will have the opportunity to be a fourth
generation farm.

There is no question that American agriculture will enter the next millennium as the werld's
leader in food production. But will we occupy this same position in another ten years?

“American agriculture is heading for the last roundup,” according to Dr. Steven C. Blank. “It is
startling to think that the country will not need farmers or ranchers for much longer, but it is
true,” says Blank. His comments are more startling when you realize he is an agricultural
economist at the University of California, and not a kook.

Blank is the author of a book, "The End of Agriculture in the American Portfolio." His main
argument is that America cannot maintain a competitive advantage for much longer. Developing
nations are catching up. As we lose our edge, agriculture will shrink and consumers will rely on
imported food.

“After 20 years as an agricultural economist, ] was dismayed by what my research increasingly
indicated: the profit squeeze is getting worse,” says Blank He sums up the problem by saying,
“Prices are global, costs are local.” Basically, the costs of producing food in the U.S. and other
developed nations are increasing at a much higher pace than they are in developing nations,

Blank's scenario raises many questions. Do we want to rely on developing nations for our food?
Will we suffer through a food embargo like we did when OPEC shut off our supply of 0il? What
about the price, quality and safety of imported food? What about the rural landscape? Who will
afford to own the land: the government or developers? Agriculture, by its very nature provides
open space, wildlife habitat and economic activity.

If we don't want American agriculture to slip, and I don't really think we want it to, we need to
change thinking in government. We've got to quit tying farmers in knots with ill-conceived,
costly regulation. We've got to stop imposing sanctions on U.S. agricultural trade. We've got to -
put more dollars in agricultural research. We've got to help farmers deal with risk management.
We have to eliminate estate taxes. We can't give developing nations a pass on restrictions that
would be imposed by a global climate treaty.
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1 bring all of this to your attention in order that you may better understand the frustration of
producers out here in rural American as we attempt to abide by the law, but it keeps changing
before the ink is dry on the paper. Between EPA and IDEM (Indiana's EPA), agriculture is being
driven from this country at an alarming pace. Is that the true intent of Congress?

An example, Indiana has had since 1971 statutes for Confined Feeding Operations. In addition,
the state has utilized guidelines to help them implement these statutes. IDEM has always had full
authority to enact rules, but did not do so because the guidelines were working very well. In
fact, in the 1998 inspections completed by IDEM (still utilizing the guideline process), the results
show that only 2.4% of the inspections conducted revealed significant and/or repeated discharge
problems. These results prove that Indiana producers are doing a very good job of protecting
water resources, and thus public health. In Indiana, we have a zero discharge requirement, it is a
strong performance standard but it is working. But recent actions show me that we are more
worried about developing regulatory procedures than accomplishing results.

In 1997, the Indiana legislature passed a bill that incorporated some of the guidelines into law.
Agriculture worked with the legislature to help ensure that we were providing legislation that
made sense and was workable, but before the ink was dry IDEM stated that they were going into
RULEMAKING. That is where we are today. Agriculture has spent a considerable amount of
time and dollars attending these meetings. We have been meeting since January of 1998 and we
are still doing so. [ have volunteered my time to attend on various occasions, because I have seen
and heard the type of thoughts coming from the mouths of environmental rulemakers.

On March 9, 1999, EPA and USDA presented their Unified National Strategy for Animal
Feeding Operations. In the introduction of this document provided by the agencies, the last
paragraph reads: This Strategy is not a new regulation nor is it a substitute for existing Federal
regulation and it does not impose any binding requirements on USDA, EPA, the States, Tribes,
localities, or the regulated community.

However, I was present at the meeting in March 1999, in which an official from EPA presented
this document to an IDEM rulemaking meeting. The official stated that this program was 95%
voluntary and 5% mandatory. The fact is, if a producer does not develop a CNMP
(Comprehensive Nutrient Management Plan) and obtain a NPDES (Non Point Discharge
Elimination System), the storm water exemption currently provided in the Clean Water Act will
not be honored.

Indiana producers, as do producers in many other states, currently must provide, by law,
documentation to obtain an approval before they can build a confined feeding facility. Part of
that documentation is a manure management plan (MMP). At a rulemaking meeting, EPA
officials were specifically asked whether the current approvals and MMP's would meet EPA's
needs. The answer was an emphatic no. So producers will be required to complete another level
of bureaucratic paperwork. And, this will not be applied to only new facilities, but existing ones
as well. Existing operations with approvals will now have to meet new, government-improved
regulations at 2 levels.

And, to add more fuel to the fire, 1, as a producer cannot provide my own CNMP. The
EPA/USDA document specifically states that it must be completed by a public official or
certified private party. Another cost that makes no sense. I will be the user. I will implement the
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plan and yet { have no ownership of the plan. And, the plan will cost me a lot of money even’
though it will probably be a standard prescribed document that will not consider any of the assets
of practices on my farm. My current MW was developed by me and is flexible to allow ourfarm
to incorporate new technology into our management procedure, the new plans are very
prescriptive and imprisons our management into today’s technology - it is an enforceabie,
immovable plan.

EPA/USDA will require me, as a producer to keep additional records. Records to indicate the
quantity of manure produced and how the manure was utilized, including where, when and
amount of nutrients applied. Soil and manure testing should be incorporated into the record
keeping system. Farmers have no way to pass along the cost of this additional burden, we are
price takers not price givers. Although not a solution to the additional cost of this requirement,
the first thing that farmers will look at is an increase in size to spread the cost out over more
animals. I am not opposed to keeping records that make sense, we do that on our farm, and it is
part of good business practices. But, mandates by the government to regulate management are
unacceptable.

The EPA official made it very clear at the meeting that EPA was going to enforce point source
definitions on agriculture and they were greatly expanding the non-point source definition to do
it. In other words, we aren't forcing you to comply, but if it meets our definition, you must
comply.

The EPA and USDA have drafted a grand plan to protect public health and the environment,
Many states are in the process of or have recently completed rewriting confined feeding
regnlations to protect water quality. EPA and USDA should be proposing this strategy for those
states without confined feeding rules. Indiana’s state performance standard is already set - zero
discharge - and preducers have and are going to operate to meet the standard.

Each level of additional regulations takes family farmers out of existence at a faster pace.

Does EPA/USDA have the authority to implement a set of GUIDELINES that are presented as
voluntary, but implemented as mandatory without input from Congress or the public?

Even the U.S..Geological Survey has stated that the National Water Quality Inventory data is so
severely flawed and scientifically invalid that the inventory could net be used to summarize
water quality conditions and trends. It is like determining the safety of automobile drivers by
collecting data from police accident reports; the result would be recognition of an enormous
traffic safety probiem requiring more regulation and an ongoing education program for all
drivers. If you analyze a tainted pool of data, the results will also be tainted. Yet, that is exactly
where we are. Is that where we should be?

Thousands of pages of regulations will ultimately be required to implement the plan. The
unknowns are an obvious reason for concern. We could be witnessing the birth of a new federal
bureaucracy that will impose a huige burden on livestock producers. Or in fact, the program could
require a little more common sense approach that recognizes the successes that are working in
cusrent programs, give recognition to practices currently being utilized by farmers and base any
new regulations on science.
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In conclusion, EPA/USDA need to:

1. collect data on water resources to determine if, where and to what extent water quality
problems exists, before establishing policies and procedures;

2. set attainable and reasonable performance standards for livestock operations in conjunction
with state regulators and then let producers address them individually; and

3. if we have a problem, develop an incentive-only and purely voluntary program for producers;

As a producer, I sure would like some answers as to the intent and direction of Congress and
EPA/USDA. If everyone is intent on providing more jobs in the regulatory arena by continuing
to create more costly regulatory burdens for agriculture, I really need to know. I need to know so
my family can get out while there is still some equity left, and before the upcoming fourth
generation becomes too involved. Perhaps we could all get jobs in the regulatory arena -- it does
seem that this is quickly becoming the future of our country.

Thank you again for the opportunity to speak before you today.
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Mr. McINTOSH. Let me now turn to our third witness, Mr. Wil-
liam Lindsay, who is the president of Benefit Management and De-
sign, Inc. of Denver, CO. Mr. Lindsay.

Mr. LiNDSAY. Thank you, Mr. Chairman and members of the
Subcommittee on National Economic Growth, Natural Resources,
and Regulatory Affairs and the Government Management, Informa-
tion, and Technology Subcommittee. Thank you for allowing me to
appear before you.

My firm is an insurance broker and an employee benefit consult-
ant. I am also a board member of the National Small Business As-
sociation, the Nation’s oldest small business advocacy organization.

Foremost I want to thank Representative McIntosh and Rep-
resentative Horn as well as others for their leadership and under-
standing of the serious dilemma that paperwork represents for
America’s 23.3 million-plus small businesses. I applaud you and
support you in this effort to bring sanity to the paperwork require-
ments we face.

By their very nature, unnecessary Federal regulation and paper-
work burden discriminates against small businesses. Without large
staffs of accountants, benefits coordinators, attorneys, personnel
administrators, et cetera, small businesses are often at a loss to im-
plement or even keep up with the overwhelming paperwork de-
mands of the Federal Government.

Big corporations have already built these staffs into their oper-
ations and can absorb new requirements that could be very costly
and expensive for a small business owner. If you ask any small
business owner anywhere their opinion of their required paper-
work, the responses overwhelmingly will indicate that there’s re-
dundancy and excessiveness in the filing process; duplication is
also a serious concern.

Agencies must seek ways to eliminate the duplication of paper-
work. We have two national public policy issues that are very im-
portant to this Congress; and that is, first, to provide more insured
workers in the work force, and second of all, to increase retirement
savings among America’s workers.

My experience with paperwork dealing with pensions and health
care is, as you might expect, extensive. And I will share with you
a couple of personal examples of how Federal paperwork impedes
these two national priorities.

At the top of my list is the unnecessary paperwork and burden-
some requirements critical to health insurance requirements. In
small businesses, virtually every health plan requires some degree
of employee contribution toward premium costs. The law allows
employers to establish so-called flexible benefit plan or section 125
{))lan so that employees can make their contribution on a pretax

asis.

This tax saving feature reduces the net cost to the employee and
enables the employer to increase employee enrollment as a result.
It’s an obvious positive, on both sides. In my experience, virtually
all small businesses structure their plans to operate on this basis.
There’s no reason not to.

The IRS requires that employers have a plan document and a
summary plan description, along with filing IRS Form 5500 at year
end in order for such premium payments to qualify on a tax-pre-
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ferred status. Failure to file form 5500 can result in a penalty of
up to $1,000 a day, without a limit. The form 5500 was designed
for pension tax reporting. It is over 6 pages long with 10 schedules
and, according to the IRS, takes 11 hours to complete. I don’t think
I even have to comment on how shortsighted their time estimates
are.

Yet the form is not intended for this purpose, and the IRS does
virtually nothing with the forms that are filed. As a result, this
may be the single greatest abuse by small businesses in America.
They simply don’t file the form, but by so doing, expose themselves
to significant penalties by the IRS.

Another example is the very complicated area of IRS Notice
9852. And this is a brand new requirement recently published by
the IRS. It requires that all 401(k) plans and other forms of retire-
ment plans with employee contributions provide employees with an
annual notice of their rights under the plan. This notice duplicates
virtually every point in the summary plan description that the De-
partment of Labor requires plan trustees to provide eligible partici-
pants.

Employers who fail to provide this annual notification stand the
risk of being fined and possibly having their plan disqualified. If
the summary plan description is a valid summary of employee
rights, then I would ask: Why is another notice, which is com-
pletely duplicative, required to repeat what employees have already
been given?

This poses a real threat for small businesses attempting to estab-
lish retirement plans. It is more work and also lays a trap to catch
them if they fail to provide this annual notice. As Congress and the
administration work toward increasing the abysmal savings rate in
this country and making it easier for small businesses to provide
retirement plans to their employees, doesn’t this paperwork re-
quirement run completely counter to that?

I would suggest that IRS Notice 9852, only adds another layer
of “gotcha” in the process and serves as a barrier and a disincen-
tive for small business owners. There are two very important pieces
of legislation that the House passed earlier this year: H.R. 439, the
Paperwork Elimination Act of 1999, and H.R. 391, the Paperwork
Reduction Amendments, sponsored by Chairman Meclntosh, that
would be significant in our efforts to improve compliance and re-
duce the requirements that are fostered on small businesses.

Another critical step is to increase the dialog among the agen-
cies, to get them to be more understanding and more responsive to
the concerns of small businesses. And if we have time during the
questions, Mr. Chairman, I have an idea in that area. And the
message I finally want to leave with you is that paperwork burdens
are excessive, and they are dragging our small businesses down.

It is imperative that the Federal Government reduces in a tan-
gible fashion the paperwork that requires of America’s 23.3 million
small businesses—Ilegislation and agency initiatives are good
starts, but a real, credible, governmentwide drive to make this
process more workable is needed and needed now. Thank you for
your time.

[The prepared statement of Mr. Lindsay follows:]
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Mr. Chairman, and members of the House Subcommittee on Natural Resources, and
Regulatory Affairs and the Government Management, Information, and Technology
Subcommittee, thank you for allowing me to appear before you. My name William N. (Bill)
Lindsay, IIT, I am the President of Benefit Management and Design, Inc., located in Denver,
Colorado. Tam very active with a number of leading national small business organization’s.
I am also past Chair or Co-Chair of a number of organizations, including the: Colorado
Children's Basic Health Policy Board; Colorado Small Employer Reinsurance Program;

Denver Metro Chamber of Commerce; and the Colorado Group Insurance Association.

Foremost I want to thank Representatives McIntosh and Horn, as well as
Representatives Kucinich and Turner, for their leadership and understanding of the serious
dilemma that paperwork presents for America’s 23.3 million plus small businesses. I

applaud you and support this effort to bring sanity to the paperwork requirements we face.

Small business owners have long been supporters of a strong and viable Paperwork
Reduction Act (PRA), which was passed in 1980. The Act authorizes the Office of
Management and Budget (OMB) - through its Office of Information and Regulatory Affairs
(OIRA)—to review all regulations being promulgated by executive branch agencies. This
review is designed to centralize the regulatory process, end redundancy in data collection,
simplify and reduce paperwork requirements, and ensure that small business is not

inadvertently harmed by unreasonable federal regulations and paperwork.

The Act and the OIRA review process are invaluable tools to harness bureaucratic
eXcess. Left to their own devices and whims, agencies will be ignorant of requirements other
agencies are placing on businesses, and will tend to require redundant and unnecessary
information. Even though a given regulation or paperwork requirement may seem
reasonable on the surface, taken together with all other burdens placed on businesses by the
federal government, that requirement could be seen as excessive. Without the centralized

review process at OIRA, that holistic view could not be realized.



145

Yet, despite the best intentions of the PRA, small business has been fighting for years
to fill the holes that federal regulatory agencies have punched into this law. Before one can
assess the current bill, one must look back at the history of small businesses fight for

paperwork reduction and reform.
A Brief History

By their very nature, unmecessary federal regulation and paperwork burdens
discriminate against small businesses. Without large staffs of accountants, benefits
coordinators, attorneys, or personnel administrators, small businesses are often at a loss to
implement or even kee}é up with the overwhelming paperwork demands of the federal
government. Big corporations have already built these staffs into their operations and can
often absorb a new requirement that could be very costly and expensive for a small business

owner.

Most federal officials who develop and promulgate regulations are largely unaware
of the many activities and requirements of their fellow agencies. Information could be
combined, and redundancies could be eliminated. In order to accomplish this goal, however,
it is absolutely necessary that there be a centralized authority to examine the overall
regulatory scheme of the federal government. The Paperwork Reduction Act simply intends
to bring small business reality and a sense of regulatory necessity into the thinking of the

federal bureaucracy—-and eliminate a bit of redundancy at the same time.

" In order to accomplish these goals, the PRA established OIRA within OMB. OIRA
was given the authority and duty of preventing needless and redundant information
requests from being imposed on the public. While the agencies are required o demonstrate
the necessity of the data reguest and to publish it in the Federal Register for public comment,
a strong QIRA is necessary to provide an adequate check for these agencies. They can hardly

be expected to police themselves.

But the original intent of the PRA and the work that OIRA was doing didn’t
accomplish the overall goal. Over the last decade there have been numerous attempts to

2
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amend and improve the Paperwork Reduction Act of 1980. Just in the 1990’s alone, leading
small business volunteers have testified numerous times in support of legislation that would
bolster the PRA. We were here fighting the battle over the Nunn/Bumpers/Danforth bill
and the Clinger-Sisisky bill, or even efforts through the Contract with America for small
business on paperwork reduction. Even this year we have been working with Rep. Jim
Talent's office on FLR. 439, the Paperwork Elimination Act, which has passed the House, but
is still awaiting action in the Senate as well as the Chairman’s bill, HLR. 391 which currently
has the same fate as FLR, 439.

The State Of Paperwork Today

If you ask any small business owner their opinion of the required paperwork, the
responses overwhelmingly will indicate there is redundancy and excessiveness in the filing
process. Let us take, for example, the pool and spa industry. If a dealer services a pool, they
must comply with the OSHA Hazard Communication Standard. If they have more than 100
pounds of chlorine on site (which all pool and spa dealers do), they must also comply with
SARA Title 11, Added to this, there is the Department of Transportation's shipping papers
and the Department of Agriculture's specialized documentation requirements. In sum, the
government requires similar and duplicate information from the same company in a
different format to several regulatory agencies, which is a headache for small business.
Nevertheless, the fines for noncompliance with any of the above could exceed the company's
income for the year. Plus, the IRS, the EEOC and various state and local governing bodies

add to above requirements and create a paperwork nightmare,

Duplication is another serious concern. Agencies must seek ways to eliminate
duplication of paperwork. The paperwork requirements for filing mandatory emergency
plans is an excellent example. As you know, many agencies require emergency plans, such
as a plan for hazardous waste, a fire report, a leak report or a stormwater plan. As one small
business owner recently informed me, he must maintain nine notebooks each containing a
different emergency plan. From these notebooks, he has to scramble to find the booklet that
covers a particular area when agency’s regulating that area come to inspect or paperwork is

due. Inevitably, the paperwork due dates are all different and require him to keep a separate
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calendar simply dedicated to these dates. This is not uncommon, and it would be useful if
the various agencies came together with small businesses and agreed to file less paperwork

and work harder to eliminate duplication or contradictory requirements,

Another serious problem with an complicated and duplicative layers of paperwork is
that it is easy for a well-meaning small business to overlook a requirement or a deadline
because they don’t have dedicated compliance staffs to research the vast federal {and state)
regulatory paperwork quagmire.

My experience with paperwork, dealing with pensions and health care plans is, as
you might suspect, extensive ~ 1 will share a few professional examples. Atop my list of
unnécessary and burdensome paperwork comes from the critical group health insurance
requirements, We know that many employer group plans are contributory to some degree.
In small businesses, virtually every plan reguires some degree of employee contribution

toward premiums,

The tax law allows employers to establish so-called “flexible benefit plans” or
“section 125" plans so employees can make their contribution on a pre-tax basis. This tax
savings feature reduces the net cost to the employee and enables the employer to increase
employee enroliment as a result - an obvious plus for both sides. In my experience, virtually

all small employers structure their plans to operate on this basis. There is no reasonnot to.

The IRS requires that employers have a plan document and summary plan
description and that they file a Form 5500 at year-end in order for such premium payments
to qualify for the tax preferred status. Failure to fill 2 5500 Form can result in a penalty of up
to $1,000 a day, without limit!

The 5500 Form was designed for pension tax reporting. It is over six pages long (10
with the schedules) and, according to the IRS, it takes over 11 hours to complete - I don't
think I have to even comment on how short-sighted their time estimates are. Yet, the form is
not intended for this purpose and the IRS does virtually nothing with the form when they
receive it for this purpose. As a result this may be the single greatest abuse by business
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taxpayers in America. Very few employers file their required forms, but by so doing they are
exposing themselves to significant penalties if they are caught.

A final example is the very complicated area is IRS Notice 98-52. IRS Notice 98-52
requires 401(k) and other plans with employee contributions to provide employees with an
annual notice of their rights under the plan. This notice duplicates virtually every point in
the “Summary Plan Description” that the DOL requires that plan Trustees provide to eligible
plan participants. Employers who fail to provide this annual notification stand the risk of
being fined and possibly having their plan disqualified. If the Summary Plan Description is
a valid summary of employee rights then why is another notice required to repeat what they

have already been given,?'

This poses a real threat for small businesses attempting to establish retirement plans.
It is more work and it also lays a trap to catch them up if they fail to provide the annual
notice. As Congress and the Administration work towards increasing the abysmal savings
rate in this country and making it easier for small businesses to provide retirement plans for
their employees, doesn't the paperwork requirement run completely counter to that? I
would suggest that it all IRS Notice 98-52 does is add another layer of “gotcha” to the process

and another barrier and disincentive for small business owners.

There is a great deal of proof on this point. Every year National Small Business
United conducts a survey with the Arthur Andersen Enterprise Group, conduct a survey of
the small business community to assess its attitudes, concerns, and needs. Repeatedly, small
business owners have been asked to identify the "most significarit challenges' to their
business' growth and survival. Some issues come and go from the top ranks, but “regulatory
burdens” and “paperwork requirements” are consistently in the top three challenges. There
is a serious message here which we must continue to address. These issues go hand-in-hand
and small business owners, and the groups that represent them, will continue to work with
Congress to ensure that small businesses do not see an unfair number of regulations and

paperwork come out of this town and bury them in their hometowns.
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What are the solutions for small business?

Small business owners are on the frontline in a perpetual battle to stay in
compliance and up to date with the myriad of mandates and paperwork that agencies like
the IRS, OSHA and EPA place upon them. There are two pieces of legislation that the House
passed earlier this year, H.R. 439, The Paperwork Elimination Act of 1999 and H.R. 391, the
Paperwork Reduction Act Amendments, that will be a significant aid in our efforts to stay in
compliance. As you know, often times the hardest part about staying in compliance is
knowing what you have to comply with and what the paperwork requirements are for a
particular agency. If we make this more apparent and then give small businesses the ability
to voluntarily submit the paperwork via electronic means, we are taking some important

steps.

Another critical step in this process is continued open dialogue and initiatives by the
Agencies themselves. Washington trade associations and small business groups are
involved with EPA in their efforts to provide multimedia one-stop paperwork shops and to
eliminate unnecessary paperwork. While these efforts are in the beginning stages, and the
EPA has much to prove to the small business community on this front, these are important
and encouraging steps. Congress must give the Agencies the carrot — or the stick, whichever
works best ~ to work with small business across the board to eliminate and simplify

paperwork.

The message I want to leave you with is that paperwork burdens are extensive and
they are dragging our nation’s small businesses down. It is imperative that the Federal
Government reduces, in a real and tangible fashion, the paperwork that it requires of
America’s 23.3 million small businesses. Legislation and Agency initiatives are good starts,
but a real and credible government-wide drive to make this process more workable is

needed and needed now.

Mr. Chairmen, members of the subcommittees, thank you for allowing me to be a
witness before you today.
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Mr. McINTOSH. Thank you very much, Mr. Lindsay, and cer-
tainly I couldn’t agree with you more about the needed reforms and
legislation. I look forward to talking with you about those other
costs and disincentives that are included in there.

Our final witness on this panel is Mr. John Nicholson who is the
owner of Company Flowers, from Arlington, VA. Thank you Mr.
Nicholson for coming today.

Mr. NICHOLSON. My pleasure, and thank you for inviting us.
You’re pursuing a very important but a rather dry or a drab topic
of paperwork and procedures and taxes, and so I brought along
some flowers to try to brighten up the scene a bit.

Mr. McINTOSH. Thank you.

Mr. NICHOLSON. Our shop, called Company Flowers, which is
known around here as the best little flower shop in Washington—
to do a little advertisement—is like many other mom-and-pop
shops, family run. My wife is the chief designer and flower pur-
chaser who goes down to the wholesale markets at 5 a.m., to hand
pick the very finest blossoms. My daughter runs our shop and is
constantly arranging our giftware, and the finest in customer serv-
ice. And I handle the books, the promotion, and other tasks that
most of our people in our shop care not to do, such as testifying
before Congress.

The task before us today is to explain how the burdens of tax col-
lection, which is of course never a happy process, have multiplied
and become especially burdensome. And let me point out three gen-
eral areas that I wanted to bring to your attention: No. 1 is the
attitude of the enforcers. No. 2 is the difference among the different
business filers, between small and large corporations. And, No. 3,
the congressional responsiveness to special pleaders, which I think
has been mentioned earlier.

Regarding the attitude of the enforcers, our business grosses less
than $1 million a year, but we spend close to $9,000 on CPA costs
alone. That doesn’t include the major costs of collecting the ac-
counting data that leads to the numbers that the CPA uses. But
if I make a mistake or I decide not to pounce on each and every
little detail during any one month, it can affect my pocketbook or
it can affect my bank’s pocketbook.

But the greatest fear I have is that the IRS is going to come after
me for some simple mistake. That’s why I've interposed my CPA
between me and the IRS filings. I respect his interpretation of the
IRS rules, which I have difficulty understanding; and while there
are times that I'm less than thrilled by what he asks or says must
be done, at least I'm able to deal with someone who doesn’t possess
that police mentality. The presumption of guilt until proven other-
wise is not the case, except with the IRS.

The second topic, difference among business filers, arises because
I compile my own employee income tax reports each month. If the
business were larger, I would ask for people more skilled than I to
do so, but the reality is I can’t afford it. Bigger businesses can af-
ford their own bean counters, and they can plead their cases before
Congress more readily as well.

Because the big company managers are comfortable with proce-
dures necessary for nationwide operations, they are at peace gen-
erally with IRS objectives or activities reflecting its large-scale na-
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tionwide activities. But what’s sensible for the big guys doesn’t
often make sense for us little “do it at home” types.

The third major topic I wanted to bring to you is the congres-
sional responsiveness to special pleaders. It may be not a very pop-
ular topic up here, but the reality is that our Tax Code is riddled
with loopholes. While we may laugh at the Tax Lawyers Relief Act
that often arises whenever there’s a change in the code, the fact is
those tax lawyer fees create business costs that must be passed
along to consumers.

Small business owners like myself can’t afford those special
pleadings, and I'm not sure that I would be comfortable asking for
any anyway. But what’s the solution? Well, while some changes in
law might result from some beneficial tinkering here and there, I
think what’s ultimately required is a major change, if not indeed
scrapping the Tax Code.

I'm a member of the National Federation of Independent Busi-
ness, and NFIB has taken the lead, calling for an end to the Tax
Code as we know it today. I'm also a member of my florist associa-
tion, FTD, and it’s a leading group of florists who provide your $8
billion in flowers from neighborhood flower shops. They too have
suggested let’s scrap the code and get on with something better,
more equitable and, most importantly, most simple.

We need to dump the Tax Code and find a better way. Exemp-
tions aren’t the answer; revision is. Thank you and good luck.

[The prepared statement of Mr. Nicholson follows:]
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Mr. Chairman and distinguished legislators. 1am pleased to
appear before you as a small business owner and operator of what’s
been described as “the best ‘il flower shop in all of Washington” —
our family-run business called Company Flowers! in North Arlington,

Our shop is like most other flower shops throughout our
nation. We are certainly a family-run business. My wife 1s the chief
designer/artist and flower purchaser who visits the wholesale
markets at least twice weekly at 5 o’clock in the morning to handpick
the very finest blossoms for our customers. My daughter, Wendy
Bailey, runs our shop, and is constantly arranging our extensive
giftware and providing the finest in customer service. I handle the
baoks and promotion and other tasks that the others care not to do.
We have a weekly payroll of eight to fifteen people, depending on the
hectic nature of the season. We are open to the public 9-6 every day
but Sunday, and we stay open later on Friday nights so spouses can
pick up some flowers for the weekend on the way home — a practice
we heartily recoramend to all spouses!

The task before us today is to explain how we feel the burdens
of tax collection — never a happy process — have multiplied and
become especially burdensome on small businesses.

There are three topics of note for the Subcommittee’s
attention: (1) atdtude of the enforcers, (2) differences among business
filers, and (3) Congressional responsiveness to special pleaders.

Astitude of the enforcers. [ have no desite to subject myself
to another IRS audit (I had several, many years ago before we owned
the flower shop.). While I try to be careful, I’'m not emotionally
inclined to enjoy fastidious attention to detail, as my CPA can attest.
Therefore, I prefer to rely on someone who seeks solace in detail.
My experience in trying to handle our own taxes led very quickly to
my hiring of a CPA to cope with such issues as how best to provide a
pension plan or select depreciation alternatives.

Our business grosses less than a million dollars each year, and
yet we spent $8,950 last year on CPA costs alone. This does not
include the major costs of collecting accounting data that lead to the
aumbers used for taxation purposes. Admittedly, the CPA expense
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covers more than just federal taxes for our Sub S corporation — as
residents of DC who do business in Virginia, we have two different
sets of state income taxation, sales taxation and employee wage
taxation to worry about.

Is our paperwork burden especially onerous because of federal
taxation? If we run our business correctly, I suppose most of the
data should be collected anyway for me to keep proper track of our
progress. But there’s a big difference in the process of collecting the
data. If I make a mistake, or decide not to pounce on each and every
detail during a month, it can affect my pocketbook or the bank may
notify me of the mistake. However, the greatest fear I have is that
the IRS will come after me over my simple mistake.

That’s why I've interposed my CPA between me and any IRS
filings. I respect his interpretation of the IRS rules. While there are
times when I’'m less than thrilled by what he asks or needs or says
must be done, at least I’m able to deal with someone who doesn’t
possess the police mentality.

If ever you’ve had an error in filing taxes, there are penalties
and interest of substantial size — which IRS policemen will politely
offer to waive, perhaps, but only at their discretion, i.e. the power is
all theirs. I realize there are crooks among our citizens, and that the
IRS must be wary about cheaters — but I fail to understand why this
police mentality must apply to every citizen. This seems to be a
presumption of guilt until proven otherwise.

Differences among business filers. Small business owners
have paperwork problems substantially different from larger
businesses. I compile and file the employee income tax reports each
month by myself. If our business were larger, I'd ask for people
more skilled than I to do so. If I could afford it, I'd ask my CPA or
his lower-level assistant to prepare monthly and quarterly tax reports
— but I can barely afford the annual tax preparation and reconciliation
services which I don’t believe I can do myself. Sadly, none of the
money spent on CPAs or tax compliance helps to build a better
business for my family and myself.
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Bigger businesses can afford their own bean-counters. Further,
they can plead their cases before Congress more readily; I (and most
small business owners) fail to understand the strange world of
depreciable items, for example. And because the big company
managers are comfortable with procedures necessary for nationwide
operations, they are at peace with IRS objectives or activities
reflecting its nationwide predilections. What’s sensible for the big
guys often doesn’t make sense for us do-it-at-home types.

Thus, figuring out before or after-tax deductions on a payroll
process and the nitty-gritty of how to adjust the payroll software to
do so - isn’t a concern for a CEO of a major company like it is for
me. For corporate accountants, IRS fellows, CPAs or others whose
primary focus is on such matters, the rules may seem simple ... but
not to someone like me who worties more about the time taken by
our workers to wire the gerbera daisies to keep their heads from
nodding,

Congressional responsiveness to special pleaders. One
topic that might not be popular with our congressional
representatives is the sad fact that special pleaders have riddled our
tax code with “loopholes.” Undoubtedly when each one passed it
was valid and worthy, however, the net result of these “loopholes”
benefits the special pleader at the expense of the average business
person trying to cope with the complexities of the Code.

While we all may laugh at the “Tax Lawyers Relief Act” each
time changes are added to the Code, the “Tax Lawyer” fees create
business costs which get passed along to consumers ... successfully
masked, over time, so the consumers continue to vote for those who
have been responsive to the special pleaders. Small business owners,
like myself, cannot afford the “Tax Lawyer” special pleadings, and
I’m not sure I’d be comfortable asking for special pleadings anyway.

What’s objectionable is that I must suffer, and cannot comply
easily with the tax Code, because special pleaders have been
successful in their lobbying efforts.

What is the solution? While some changes in law might result
from beneficial tinkering, what’s ultimately required is a major change
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in the tax Code. This must be accompanied by a change in attitude
by businesses, by the public, and by legislators who follow public
opinion. I like the idea of dumping the tax code for a whole new
effort. I am convinced that a fresh start is needed.

Exemptions and tinkering aren’t the answers. Real revision is.
Thank you and good Iuck!
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Mr. McINTOSH. Thank you. And the momentum for that senti-
ment, I think, builds every year as the code becomes more and
more complex. Certainly I share it with you.

Let me ask each of you some basic questions for the record. What
are your estimates for the total number of hours and dollars you
spend annually, either as individuals or in your small businesses
to comply with government paperwork requirements? If you've got
a ballpark estimate of how many days out of your year it takes or
how many hours a week, that’s helpful for us to get an idea of the
magnitude.

Mr. Nicholson, I will just start with you and go down the line.

Mr. NICHOLSON. I was just thinking it probably is at least a day
and a half a month, so figure that out. You know, maybe some
more, but that’s about right.

Mr. McINTOSH. Then on top, you mentioned an accountant’s bill
for about?

Mr. NICHOLSON. An accountant’s bill, right.

Mr. McINTOSH. Mr. Lindsay.

Mr. LINDSAY. Mr. Chairman, I would estimate—I was just doing
the same calculation in my head—our bill for our CPA and our tax
attorney is going to be about $9,500 this year. And the amount of
time, I would say, we have a bookkeeper who spends time doing
this, but I would guess that it’s probably closer to 2 days a month
just in terms of paperwork and filing and other related require-
ments.

But I forget a payroll service that we also hire to be able to do
the tax reporting and all of the tax filing from employees in the de-
ductions on their wages.

Mr. McINTOSH. So that would be 2 days of your time and then
a full-time employee?

Mr. LINDSAY. A full-time employee and an outside service in ad-
dition to the accountant and the attorney. And we’re only a firm
of 9 people.

Mr. McINTOSH. Ms. Hoff Hay. And, in fact, share with us your
story about the employee you had also.

Ms. Horr HAY. OK. Mr. Chairman, I couldn’t even estimate, but
I would like to make the point of one of the aspects of time that
isn’t even reflected when you’re talking about how much time to do
the paperwork, is the time spent worrying about the paperwork,
that wakes you up at 3 a.m., and makes you lie there for 2 hours
worrying about it.

That’s a part of the time that’s not reflected in any government
report, and it’s real. And it’s a burden on our whole way of life, our
whole economy.

But anyway, I will just give you a thumbnail sketch about the
payroll tax burden to have one employee, which I had up until a
couple of months ago; and believe me, I'm rethinking if I ever want
to do that again. The filing of a payroll tax on a monthly basis—
now I used to have to do it on a quarterly basis, and I was very
interested to see—to hear the Commissioner of the IRS say that
EOW for many small businesses, it’s back to filing on a quarterly

asis.

This I did not know. Of course, when I used to file it on a quar-
terly basis and they changed the rules and made me change over
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to a monthly basis, they informed me of this fact. So I don’t know
that I'm going to be—I will ask, do I get to switch over to quarterly
now or not? But I will just give you an example of the notices, be-
cause of my monthly reports, that I've received in the last month.

On March 15th, I got an IRS notice saying I had a credit balance
in this one employee payroll account of $571, asking me, “How do
you want us to handle it?” On March 22, about a week later, I got
a notice saying, “Actually, you owe us $28.25 in this employee ac-
count.” Same day, March 22, another notice, same mail, “Actually
you owe us $548.56 on this same employee’s payroll account.” On
April 5th, I got a notice saying, “No, you owe us $431.60.”

None of these notices seem to match up with one another in any
way. I have to take the time to sort it out. Another time loss is to-
tally on the horizon for me as I try to figure out are these my mis-
takes, are these the IRS mistakes? Perhaps they're just a result of
the fact that the Tax Code is such a mess even they can’t figure
it out; I don’t know. But that’s the result for a person that has had
one employee.

Mr. McINTOSH. Did you get those notices after you no longer had
the employee, or was the employee still with you?

Ms. Horr HAY. Yes, afterwards.

Mr. McINTOSH. Afterwards. So you weren’t obligated to make
any payments at that point?

Ms. Horr HAY. These were for, you know, a month or two—when
you mess something up, it takes them several months to go back
to it, and then you get the notice about something that maybe is
not 90 days or 100 days old. So the paperwork from them takes a
long time to get to you.

Mr. McINTOSH. Back to you.

Ms. Horr HAY. To respond quickly though——

Mr. McINTOSH. Mrs. Whitehead.

Ms. WHITEHEAD. Yes. I estimated—I had an economist from Pur-
due work with me, and we estimated the additional costs to our op-
eration just for the regulatory paperwork—this doesn’t include any
bookkeeping or IRS, and that would be as high as $2 a head—that
doesn’t mean anything to you—$2 a head per animal we produce.

Let me give it to you in these terms. In a normal year, pork pro-
ducers receive anywhere from $2 to $8 per head profit on that ani-
mal. So if you took an average of $6 a head, I'm looking at spend-
ing up to 30 percent of my profits just for the regulatory burdens
that are implemented to me by both the State government and na-
tional government.

When you look—when you ask specifically for time committed—
and I tried to do a little bit of background on this—in our oper-
ation, we spend anywhere from 20 to 25 hours a week on the total
burden of paperwork. Now that does include both IRS and—I've
tried to include everything. Now some weeks it’s much higher than
that. It almost doubles, but——

Mr. McINTOSH. How many are there in your family working on
the farming operation?

Ms. WHITEHEAD. We have a farming operation. There’s my hus-
band and myself right now. My son is a junior at Purdue, hoping
to come back to the farm, but he’s involved in part of that. And
then we do have 5 employees besides. So we——
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Mr. McINTOSH. So 25 hours out of essentially a 7-person full-
time operation goes toward filling out paperwork each week

Ms. WHITEHEAD. That’s right.

Mr. McCINTOSH [continuing]. Almost more than a half time of em-
ployee?

Ms. WHITEHEAD. On the farm we work:

Mr. McINTOSH. More than 40 hours a week.

Ms. WHITEHEAD [continuing]. Longer than 40, yes. But I hope
that answers your question.

Mr. McINTOSH. It does. It’s especially striking on the $2 a head
when you think about current prices or prices the way they have
been in the last 6 months, where you’re much below the cost of pro-
duction. I think it reached as low as $16, $17 a head, wasn’t it?

Ms. WHITEHEAD. Some were down to $8. Some markets were re-
corded at $8.

Mr. McINTOSH. If $2 cost goes just to the government paperwork
for environmental and other social regulation, it tells you exactly
how much burden there is for the farmer.

Ms. WHITEHEAD. What’s so frustrating is when they do inspec-
tions, they find there’s very little problem, and yet the burden in-
creases.

Mr. McINTOSH. Right. Let me turn now to my colleague, Mr.
Ryan, who is the vice chairman of the subcommittee, and ask him
if he has any questions for this panel.

Mr. RYAN. Yes. Mrs. Whitehead, I would like to ask you a couple
of questions. You said you do hogs, corn, soybeans, and what else?

Ms. WHITEHEAD. Wheat.

Mr. RYAN. 'm sorry. I'm sure you're having a tough year. Com-
modity prices are at an all-time low. So your hog prices, you're say-
ing on your hogs, $2 a head. Are those contract hogs?

Ms. WHITEHEAD. No, sir. We're an independent producer.

Mr. RYAN. You must be well below break-even with that. That’s
$2 of an additional cost that is probably not taken out of your profit
from this past year; is that correct?

Ms. WHITEHEAD. There was no profit this last year in hogs.

Mr. RyaN. That was $2 of additional costs on the losses you in-
curred on your hogs today from the paperwork burden?

Ms. WHITEHEAD. That’s correct. Just the regulatory arena, yes.

Mr. RYAN. Some of the things—and I will digress just for a sec-
ond. I have a strong concern about rural America. I hope one day
your son who is a junior at Purdue can come back to the family
farm. But it’s my concern that what we’re doing here at the Fed-
eral Government is pushing the next generation of farmers into the
cities to work at banks, to work at businesses—great, wonderful
traits, wonderful professions—but we are pushing the next genera-
tion of farmers out of farming. And I think specifically you can
point at the regulatory burden and the tax burden.

We've talked about the regulatory burden in your testimony. I
would like to ask you a couple of questions about the tax burden
that is pushing the family farmer out of business, that is consoli-
dating farms, and that is pushing the next generation of children
who grow up on farms away from being able to run their family
farms.
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What specifically are the tax provisions in the Federal Tax Code
that you think are the most onerous ones facing your farm?

Ms. WHITEHEAD. The first one that is going to jump to my
mind—and I don’t profess to be an expert about all the provisions,
because we spend about $10,000 a year on an accountant like most
of the others mentioned here—that is the inheritance tax burden.
It is very difficult for farmers to pass along anything to the next
generation because they have to sell it to pay the taxes. And like
I say, we are price takers, not price makers.

So the cost of our production has nothing to do with what we re-
ceive for our product. But that would be the No. 1 tax that stands
out for me as far as attempting to provide for the next generation.

Mr. RYAN. So when you hear people say that we have to keep the
estate tax in place, it must exist in law because it gets after rich
people, you just reject that notion?

Ms. WHITEHEAD. Absolutely.

Mr. RYAN. One thing that we did do in the Congress here is to
try and get income averaging back on a permanent basis. Is income
averaging something that is helping you with this burden a little
bit? Especially when you had such a bad year in the hogs, looking
at a bad year in soybeans, does income averaging help you?

Ms. WHITEHEAD. Yes, that was a vital tool. And I'm sure that
you've seen or will get the results of having implemented a great
deal of those this year. One thing I was surprised about, though,
because we were going to utilize that tool this year, is that it
doesn’t automatically happen with the filing. You have to utilize
your accountant for more procedures so that you can attain the
form to income average. It’s a whole new procedure, it

Mr. RyaN. That’s exactly what I was getting at. So income aver-
aging which allows you to write your losses off over a longer period
of time, how is that compliance? Are you saying that you have to
get more paperwork burdens involved, you have to get more fees
to your accountant to try and get income averaging on your books
so you can try and release the pressure that you’re hitting this
year? Is this adding a tremendous amount of costs? Do you know
quantitatively how much more you have to pay for an accountant
to help you get your income averaging lined up?

Ms. WHITEHEAD. Well, don’t misunderstand me, I appreciate the
tool. It’s good for agriculture, because we have to deal with the
weather and a lot of other factors that many other businesses do
not have to deal with. However, I was very surprised when my fil-
ing was completed—and in agriculture, March 1 is our filing date
instead of April 15th—when there was no attachment about income
averaging.

And I specifically asked my accountant and he said, “Oh, well,
that has to be done totally separately. It’s a whole new document.
I will get that done when April 15th passes.” So that’s a—that will
be another set of costs to go about providing or applying for a tool
that I thought should have come with the—been provided for in the
original filing.

Why does it have to be so complicated? It’s a good tool. But why
does it have to be so complicated?

Mr. RYAN. Thank you, Mrs. Whitehead.
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Mr. Nicholson, I wanted to ask you, you touched a little bit on
scrapping the code. And I think—Mr. McIntosh and I are both co-
sponsors of legislation to have a date certain in law, whereby we
would sunset the Tax Code, so Congress and the administration
would know when the Tax Code expires, and we would have to re-
place it or extend the existing Tax Code of that date certain.

Let’s suppose we do pass this bill that does set a date certain in
the future. What are some ideas that you have? What do you think
would be the best way to replace the current existing Tax Code?

Mr. NICHOLSON. Well, there are several proposals that have been
kicked around, and you’'re more familiar with them than I am. I
can say one principle that I think is overriding and more important
than anything else is simplicity. You're not going to get general
public support for—whether it’s a flat tax or a value-added tax or
whatever variations come down the pike, you're not going to get
public support unless it’s simple. And that is, you know, the car-
dinal rule, No. 1. Whatever one is best, you know a lot better than
I do.

Mr. RYAN. But simplicity ought to be a guiding doctrine, no mat-
ter what.

Mr. NICHOLSON. Absolutely.

Mr. RYAN. Going on that point, Ms. Hoff Hay, I would like to ask
you an additional question. Were you here when Mr. Rossotti gave
his testimony

Ms. HorF HAY. Yes, sir.

Mr. RYAN [continuing]. Commenting on the issues of simplicity.
It sounds like your dealings with the IRS are anything but sim-
plicity. What were your impressions of his testimony? Did you feel
as a taxpayer adequately assured that the IRS is doing everything
within their means to make sure that we have a simpler tax collec-
tion system; that the IRS is responding to the problems that we
have out here, problems such as yours? What was your reaction to
his testimony? Were your concerns allayed and could you just com-
ment on that?

Ms. HorFr HAY. Mr. Ryan, I think my concerns could best be ex-
pressed by his comment about the fact that he sends out a survey
to a representative sample of people who have encountered the IRS
over the past year. I was the recipient of one of those independent
surveys from an independent survey research company.

Mr. RYAN. More paperwork.

Ms. Horr HAY. I was pleased to get it. I filled it out. I vented
on that paperwork. I told the paperwork exactly—you know, it says
information—you know, put your comments here after you filled in
all the little boxes?

Mr. RYAN. Did they give you enough space on the comment form?

Ms. HorrF HAY. About this big. Boy, I wrote big and then ex-
tended it on another piece of paper. Then, when I was finished, Mr.
Ryan, I looked at it and I tore it up and I threw it in the trash.
I did not mail it back in, because for me, Mr. Ryan, the Internal
Revenue Service seems to be such a police force. It makes us feel
that theyre the Secret Service and theyre all out to get us. I
thought, I don’t want to send this in and make myself a target, and
that’s what I felt.

Mr. RYAN. You were concerned about retribution?
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Ms. Horr HAY. That’s what I feel about being here today. I don’t
know if the other panelists feel the same, but I certainly do. That’s
why I said I'm here because it’s my American duty to be here, not
because I want to be here. So I did not even fill in that survey. I
threw it away.

Mr. RyaN. I hope that you won’t have any problems associated
with your testimony today. If you do, you’ll make an excellent wit-
ness another time around.

Mr. McINTOSH. Rest assured it is the policy of this committee—
and we have had witnesses who appeared before us that feel as if
they have been harassed by an agency—and let me put it to the
record that this committee then is very vigorous in pursuing that,
and I will take it to the highest levels of this administration, if it
is your feeling that there’s been any retribution, any of you, for
coming forward today, because Congress needs this information in
order to do our job.

So we will definitely take steps, and have in the past, and gotten
the problems corrected. So thank you.

Let me mention one other thing, if I may, Mr. Ryan. Beside you
there is the stack of paper with the beautiful red ribbon around it.
It is a stack of paper that the committee put together when we
took forward the bill that Mr. Lindsay mentioned, the amendments
to the Small Business Paperwork Reduction Act. That is the com-
pilation of all the forms that we were aware of that the small busi-
ness has to fill out when they hire a new employee over the first
year of employment.

And, I will put into the record the list of the 22 different forms
that are there. They were provided to me by a small businessman
in Muncie, who asked his human resources person to just compile
all of the different forms that she has to fill out every time they
hire somebody. It is not—not incredible to me, sadly, that people
like you, Ms. Hoff Hay, make the decision every day not to hire
people because of that burden.

[The information referred to follows:]
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Paperwork Required for a New Hire

1) insurance information for COBRA

2) EEO1 form, listing race and gender of all employees (EEOC)

3) employee evaluation (to docwment for EEQC)

4) disciplinary notice (to document for EEQC)

5) IRS tax payment form -- for automatic withdraw of funds -- weekly

6) Federal IRS withholding form

7} directory of new hires -- to comply with Federal “dead beat dad” law

8) form for federal loans -- for mortgages

9) FHA loan form -- Fannie Mae

10) COBRA notification -- explain coverage options available when employee quits

11) FMLA (Family and Medical Leave Act) forms

12) W-2 forms -- one to employee, one must be kept on file for 8 years

13) employment application -- to comply with Federal standards for criminal and drug checks
14) receipt for safety glasses

15) form for badge/time card - must be tracked to comply with Fair Labor Standards Act
16) INS 19 form - must be kept active for each employee and kept on fiel for 3 years after they
leave

17) W-4 form for new hires to comply with “dead beat dad” law

18) health insurance form -- to keep track for COBRA

19) OSHA injury and illness report form

20) employee handbook for exempt employees (EEOC)

21) employee handbook for non-exempt employees (EEQC)

22) employee’s copy of COBRA -- must be signed and kept on file
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Mr. McINTOSH. And, so it is one of the goals of this sub-
committee to figure out which of those are duplicative, which we
can get rid of, which are not providing any benefit for the costs as-
sociated with it.

And, then a second point that you addressed, which is also in
that bill, is to relieve some of that worry factor by saying to a small
businessman or a small businesswoman, if you happen to make a
mistake in filling out all of that paperwork, we're going to allow
you a chance to go back and correct it, rather than come in and
slap you with a fine.

You mentioned, Ms. Hoff Hay, that there was a penalty for one
of the filings that the IRS had received or claimed they didn’t re-
ceive when you had made the payment. Similarly, many of the
agencies also have penalties that they associate with not filling out
the paperwork correctly or not keeping the logs correctly on your
place of employment. Very simple, and it seemed to me straight-
forward, that we would allow small businessmen an opportunity to
correct it. So you put the government on the side of the business
coming in and pointing out errors and then giving them a chance
to correct it.

My experience is that the vast majority of small businessmen
and farmers in this country want to comply with all of these rules
and regulations. They find them to be a headache, but in the same
way you expressed, Ms. Hoff Hay, they view it as a duty essen-
tially, and they’re law-abiding citizens.

I was shocked when some of my colleagues on the House floor
came in and said, but if you do that, you allow people, criminals,
to get off the hook. Their view of America’s small businessman and
small businesswoman is that theyre potential criminals. Our view
is that they’re decent people, trying to get a job done, trying to hire
people and putting up with an enormous burden of paperwork put
out by the Federal Government to do that.

So we are now working with the Senate to try to move that legis-
lation forward, but I wanted to give you an update, and show for
those of us here exactly the magnitude of the paperwork that goes
with each new employee that a small business hires in America.

So I appreciate all of you coming today and sharing your testi-
mony with us. I have no further questions for this panel. Mr. Ryan,
do you?

Mr. RYAN. No, Mr. Chairman.

Mr. McINTOSH. And I truly do appreciate your willingness to
come here. Some of the things that you pointed out will lead to
questions directly to the IRS Commissioner that the committee will
be sending forward. I want to find out exactly what their policy is
on some of the examples that you’ve brought forward and to some
of the other agencies. And, we will keep you informed on the fur-
ther information that we gather in that process. Thank you.

Ms. Horr HAY. Thank you.

Ms. WHITEHEAD. Thank you.

Mr. McINTOSH. We have one more panel today. And I would ask
Ms. Anne Thomson Reed to come forward. She is representing the
U.S. Department of Agriculture and is the Chief of the Office of the
Chief Information Officer. So I guess you are the Chief Information
Officer.
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And let the record show that Ms. Reed was sworn in along with
the other witnesses at the beginning of the session. Share with us
your testimony. The entire written testimony will be put into the
record, so feel free to summarize key points for us today.

STATEMENT OF ANNE F. THOMSON REED, CHIEF INFORMA-
TION OFFICER, DEPARTMENT OF AGRICULTURE, ACCOM-
PANIED BY KEITH KELLY, ADMINISTRATOR, FARM SERVICE
AGENCY

Ms. REED. Thank you. Chairman McIntosh, Mr. Ryan, I want to
thank you for inviting me here to share with you actions that are
underway at the U.S. Department of Agriculture to reduce the pa-
perwork burden on America’s citizens and particularly on farmers.
With me today is Mr. Keith Kelly who is the Administrator of the
Farm Service Agency. And with your permission, in addition to my
formal statement, I would like to submit for the record a statement
by Mr. Kelly as well.

Mr. McINTOSH. Seeing no objection, that statement will also be
included in the record.

Ms. REED. Thank you. USDA’s diverse programs include food
safety and inspection, food nutrition programs, programs to create
jobs and support the infrastructure of rural America, natural re-
sources and conservation, research and education, and of course
programs to support America’s farmers.

We are committed to streamlining program delivery while pre-
serving fiscal integrity and preventing fraud, waste, and abuse. In
fiscal year 1998, citizens spent approximately 84 million hours—
and that does include the hours associated with the expired collec-
tions—providing information to USDA and fulfilling recordkeeping
requirements.

By the close of fiscal year 2000, we estimate that we will reduce
the actual paperwork burden to the public by approximately 6.2
million hours, which should bring the total to about 77.8 million
hours. A key aspect of USDA’s mission is to provide financial and
technical assistance to farmers.

This year with the supplemental passed by Congress, USDA will
provide about $31 billion in farm assistance. While we are deeply
committed to helping farmers through this farm crisis, as with any
financial institution, there are necessary requirements for assuring
eligibility and for meeting our fiduciary responsibilities to prevent
fraud, waste, and abuse.

In short, we want to be sure that the money goes where it’s sup-
posed to, to help farmers in need. The agencies which deliver pro-
grams through USDA’s county-based Service Centers, the Farm
Service Agency, the Natural Resource Conservation Service and the
three Rural Development Agencies have a number of initiatives un-
derway to reduce the paperwork burden on farmers and rural citi-
zens.

Projects underway include developing common geospatial maps
and data that will allow greater sharing of land and crop informa-
tion between partner agencies as well as external entities; an ini-
tiative to eliminate the need for customers to provide the same in-
formation more than one time by sharing it among agencies; and
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providing electronic on-line information services to customers, em-
ployees, and partners of USDA.

In fiscal year 1998, the Farm Service Administration’s Farm
Loan Program area initiated a comprehensive regulatory and pro-
gram reengineering effort which will conclude in September 2002.
FSA’s loan making and servicing processes as well as documents
associated with both the direct and guaranteed loan programs are
being reviewed to eliminate redundant and unnecessary processes.

This year the application form for the Guaranteed Loan Program
was cut from 12 pages to 6, and the amount of supporting docu-
mentation was reduced. Before the change, applicants spent an es-
timated 2 hours on the form; today it should take about 30 min-
utes. Recently implemented programs such as the Small Hog Oper-
ation Payment Program, the Dairy Market Loss Assistance Pro-
gram, which began this week, and the Crop Loss Disaster Assist-
ance Program have been deliberately structured to minimize paper-
work requirements.

In each of these recent programs, the forms should take about 15
minutes to complete and are available over the Internet as well as
through the county office.

In fiscal year 1997, the Rural Housing Service streamlined the
regulations for the Single Family Housing Program. By developing
one consolidated regulation and revising the associated information
collected, the agency collectively reduced participants’ paperwork
burden by over a million hours. To obtain the full benefit from any
of these projects, USDA must continue to invest in new technology.

The current computer systems used by the agencies and the
Service Centers are not interoperable, and therefore present a real
barrier to information sharing. The President’s fiscal year 2000
budget proposal contains funds for accelerating the acquisition of
the needed technology and continuing support for developing com-
mon business operations.

Other significant accomplishments have been made in the food
stamp program and programs administered by the Grain Inspec-
tion, Packers and Stockyards Administration and the by the Rural
Housing Service.

In conclusion, the Department will continue to work toward full
compliance under the Paperwork Reduction Act and toward achiev-
ing the goals set by the act and by the Office of Management and
Budget. With your assistance, we will continue to move forward in
delivering better customer service with minimal paperwork burden.

Thank you, Mr. Chairman.

Mr. McINTosH. Thank you, Ms. Reed. And, we will include the
full testimony into the record.

Ms. REED. Thank you.

[The prepared statement of Ms. Reed follows:]
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April 15, 1999

Office of the Chief Information Officer
United States Department of Agriculture
Statement of Anne F. Thomson, Reed, CIO
Before the Sub Committee on National Economic Growth,
Natural Resources and Regulatory Affairs

INTRODUCTION:

Mr. Chairman, members of the Subcommittee, thank you for inviting me here today to talk
about actions underway at the United States Department of Agriculture (USDA) to reduce the
paperwork burden on American citizens, and particularly on farmers. Withbyour permission I will

submit my written testimony for the record.

’I_‘he U.S. Department of Agriculture delivers programs which daily affect the lives of
every American, as well as millions of people all over the world. They include food safety and
inspection; food and nutrition programs; programs to create jobs and support the infrastructure of
rural America; natural resources and conservation; research and education; and, or course,
programs to support America’s farmers. USDA is committed to streamlining program delivery,

while preserving fiscal integrity and preventing fraud, waste and abuse.

The Paperwork Reduction Act of 1995 directs the Federal government to minimize the
paperwork burden for the public from the collection of information and to maximize the utility

and public benefit of the information. The Act further directs Federal departments to reduce the

Page 1
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paperwork burden annually by 5% in fiscal years 1999 and 2000.

USDA INFORMATION COLLECTION HIGHLIGHTS

USDA uses information collected from the public to ascertain what services customers
require, determine eligibility for programs and services, monitor compliance with statutory and
regulétory requirements, monitor market conditions and develop statistics for the agriculture
sector, prepare economic préjects, foster research and improvements in agriculture and rural
topics, provide risk management tools, identify and prevent plant and animal diseases, provide
credit and technical assistance to farmers and rural communities, and evaluate customer

satisfaction and program performance.

In Fiscal Year 1998 citizens spent approximately 84 million hours ! providing information
to USDA and fulfilling record keeping requirements. By FY 2000, USDA estimates that it will
reduce the actual paperwork burden to the public by approximately 6.9 percent which will bring
the total hours to 77.8 million.

FARMERS AND RURAL AMERICANS

USDA has a number of initiatives underway to reduce the paperwork burden on farmers

! In 1998, USDA had received OMB approval for 72 million hours. An additional 11.5
million hours of effort were required of the public for collections that were expired and had not
yet been reinstated. :

Page 2
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and rural Americans.

The agencies which deliver programs through USDA’s county-based Service Centers -
the Farm Services Agency (FSA), the Natural Resources Conservation Service (NRCS), and three
Rural Development agencies - are working collaboratively to develop common forms and to share
information to reduce reéuirements for redundant information. Examples of projects underway
include developing common geospatial maps and data that will enable greater sharing of land and
crop information between partner agencies as well as external entities; an initiative to eliminate the
need for customers to provide the same information more than one time by sharing it among
agencies; and providing electronic, on-line information services to customers, employees, and

partners of USDA.

In FY 1998 the FSA’s Farm Loan Program area initiated a comprehensive regulatory and
program reengineering effort. During the effort, which began in September 1998 and will
conclude in September 2002, FSA’s loan making and servicing processes, as well as documents
associated with both the direct and guaranteed loan programs, are being reviewed to eliminate

redundant and unnecessary processes.

As a part of this effort, the Guaranteed Loan Program was streamlined this year. The
application form was cut from 12 pages to six and the amount of supporting documentation
required was reduced. This resulted in 0,600 fewer hours spent by applicants on paperwork to

apply for or be serviced in this program.

Page 3
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Recently implemented programs, such as the Small Hog Operation Program, the Dairy
Market Loss Assistance Program, and the Crop Loss Disaster Assistance Program, have also been

deliberately structured to minimize paperwork requirements,

In FY 1997, the Rural Housing Service streamlined the regulations for the Single Family
Housing (SFH) program. By developing one consolidated regulation and revising the associated

information collected, the agency reduced participants’ paperwork burden by over a million hours.

To obtain the full benefit from many of these projects, USDA must invest in new
technology. The current computer systems used by the agencies in the Service Centers are not
interoperable and therefore present a real barrier to information sharing. The President’s FY 2000
budget proposal contains funds for accelerating the acquisition of the needed technology and

continuing support for developing common business operations.
ADDITIONAL ACCOMPLISHMENTS

The food stamp prograni, administered by the Food and Nutrition Service (FNS), requires
20 million hours of paperwork effort on the part of states and others who administer or participate
in the program. The Food and Nutrition Service {FNS} transition to electronic benefits transfer
technology is targeted for complete implementation in all states by FY 2002. During FY‘ 1997
and 1998, over 1.5 million hours of reduced paperwork was realized as a result of this initiative.

Continued work by the Food and Nutrition Service in FY 1999 and FY 2000 will achieve an

Page 4
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additional reduction of 108,500 hours.

In FY 2000, FNS plans to consolidate the information collection requirements associated
with the National School Lunch Program, the School Breakfast Program and the Summer Food
Service Program. These program changes will reduce the duplicate reporting and recordkeeping

burden resulting from the separate administration of the programs by eighteen percent.

InFY 1998, the Grain Inspection, Packers and Stockyards Administration (GIPSA)
streamlined paperwork requirements associated with the national weighing system under the U.S.
Grain Standards Act and the Agricultural Marketing Act. A decrease of 449,000 hours resulted
from allowing one request for services for multiple shipments, changing to a permissive program
for domesiic grain inspection certificates, allowing a qualifying certification statement, and

removing unnecessary testing requirements.

In FY 1999, Rural Housing Service (RHS) will streamline and consolidate reporting
requirements for the Multi-Family Housing program and implement electronic transmittal
procedures for tenant information. RHS estimates reductions of a haif million hours or 25 percent
of the current paperwork burden. In FY 2000 and FY 2001, plans are in place to make similar
changes to other RHS program areas, such as Guaranteed Single Family Housing, Single Family

Housing- Mutual Self-Help Housing, and Planning and Performing Construction.

CONCLUSION

Page 5
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USDA has made progress in reducing paperwork. The Department will continue to work
toward full compliance under the Paperwork Reduction Act and toward achieving the goals set by
the Act and OMB. We request your support for our requested FY 2000 budget increase which
will allow the USDA Service Centers to continue to invest in modern technology so that
appropriate information can be shared. With your assistance we will continue to move forward in

delivering better customer service with minimal paperwork burden.

Page 6
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Mr. McINTOSH. Let me ask you about these unauthorized paper-
work information collections. And, I take it there are 110 from the
Department of Agriculture that have been revealed. You mentioned
the 84 million hours reduced down to 77.8 million. Are any of those
reductions accounted for in collections that have expired but con-
tinue to be used by the agencies?

Ms. REED. The numbers that I gave you in my testimony reflect
the full amount of the burden, which includes both the approved
and the expired collections. So what I've reflected in terms of a de-
crease is the true decrease in burden. We anticipate making good
on those expired collections. I think we ought to focus on the real
burden. We will commit to taking care of the administrative prob-
lem that we have, but what you see is the real burden reduction.

Mr. McINTosH. Is it the agency’s intention to have those expired
ones reapproved? I mean, are there forms the agency wants to con-
tinue using?

Ms. REED. Absolutely. And in the case

Mr. McINTOSH. Is that in all cases or in most cases?

Ms. REED. No. It is our intention to move forward. Now, there
have been some forms that we have made a determination that we
do not require. The number, by the way, that I have is I'm not sure
where the 110 number comes from is, I will have to go back and
understand the GAQ’s figures. In fact, there are several things in
there that aren’t consistent with the information that I have.

I will say that as of April 15th, we have 5 actions that are at
OMB now pending their review. We have about 18 that are within
my office, in various stages of review and discussion with the agen-
cies. And 28 that are yet to be filed with my office by the agencies.

I have required every agency within USDA to submit a remedi-
ation plan for their expired collections. It is our intention to do ev-
erything we can to make good on those by the end of this fiscal
year.

Mr. McINTOSH. OK, good. I think the 110 are listed in the OMB
report. But if you could go back and get ahold of that annex and
the staff will provide what we’ve got.

Ms. REED. I will do what I can to reconcile those numbers.

Mr. McINTOSH. Talk to OMB and talk to GAO. We’re holding the
record open for 10 days, so if you could get us back something in
writing on the reconciliation of that, that would be helpful.

Ms. REED. Surely.

[The information referred to follows:]




174

18sg

6661 ‘T aung

0 BusoBug Jo vonraie) suoEiLA 10V UOHONPoY Yiomioded 8661 X430 ShiES » amfronBy o Jummedag °g '
“wopBiols Jmpuwise
WE SuTBIAY S1qY, A - - 90¢ L6/OENT yopy 39Ang | 42001550
"RRAJOAAE UG FRY IR}
UDIBIONA ¥ SEM S, N €£E L6/AT/TY €EE LO/TEIO Annadyy eond o seogno | ¢100-1550
PIAOROL U SV J5GH }
UOPHIOIA B SRA BILY, N 5T 66/71/40 18 86/0€/60 enoxtdy possap soy sonbog | 8000-T650
“PIAIOFIX WIAY SV B wBisAg Buisusory
UODUIOIA ¥ SUM ST, N 0L L6/£0/01 0Ll L6/OES0 wodury Ko oy Bupsisrupy | 1000-1550
NANG ALy ndpacy
"PIAOEIS TIANY SETY JBY)
UOHIBIOIA ¥ SeA SIYY, N 2911 86/97/10 91T L6/OE/TT sTueg wones) } 0Z70-SES0
“HOERIO0 BIEp S
Jo yanpuod gy wy def
TRUORUORY ¢ JIYTY
HOPR{OIA ¥ Juasadax
100 PP IUSWNISUAA
Juanbasqus
pav wopsaydd sEry, N [irad BG/LUTT [V B6/18/1¢ SBewm NI | LIZ6-SES
0[ANDG [EINSHRIS RANHNDUTY [HuONEN
AN HIIG VY swrexdord uoneonpg oyl
UBHE0IA ¥ SEM SIG Y, N 00¥'2T LGITTTT 001°¢2 L6/0%/60 0y 53] vonearddy wexn) | 0£00-Z50
ANAIIG WISUANT PO ‘TOPEINPF YUY 31838 sapvsedes)
S[ENPIAYPU] Aq SaEIM] POOY
“POAMUSIS UIF( SRY JBGY Jo faamng Furmupuo) sy ¢}
WONRIOIA ¥ SR ST, N o0g's LG0T L 00s's L67TEHD Asamg s uarpiyD wiuswoiddeg 1 6700-8150
FNASIS BRI [RAIILIBY
SINTHIROD 72 S¥A0H INTWELVISNIHY sanon NOILVHIIXT FTLEL NOIIDATIOO YIHHON
V¥d AHL 40 NAQUN" A0 ILYVA NIQina JO ALva TORINCD
SNOILVIOIA | AAAONdY AAA0YddY o
ANFHENS | ATINTRIOD rsaomand

SNOWLIFTION ONILSIXT 40 NOILVEHIdXT
110Y NOILONOTY HHOMYEdY FHL 40 SNOLLYIOIA 8861 Ad



175

7 98eq

6661 “{ sung

{su0n001100) Fwt0Bu( 70 uonrdXE) SUCHEIOIA 39V UOHONPRY TowIied 8661 A 30 SuES « aimytouly Jo mountedsq § N

“uogelows Supuess
=HN0 D SHTRERL

sy, “Surssooord

PUE M JOF QL Y
o1 9dexoed ¢ pennmgns
sy AsusBe oY1,

PSSP

L6/0E/60

suser3org poddng woug
puE glond Funossy 0ooeqo],

8500-0950

‘uoneyoia Fuipue)s
-I0G UGB SERERL
sy, Fumsssooid

Pus M3MA1 10§ OID Y1
o1 sFeyoed v pannuqns
sey Asusde oyl

146697

L6/1€/0L

SUOTNIIISHO0SY ULy

§T00-0950

“uoREjoIA Juipus
<0 WY SUBWAL
sy, “Buissaooad

PUE MIIAST 10 OID 941
o1 oBeyoud ¢ pepnugns
sy Aowsde oy

L89°5€

L6/1£/80

SA0X) Z00E-9661 M}
103 SUCHEIN3RY Mong) Juesy

90000950

‘noneon Smpwes
-IN0 U SUIRWIL

SHL JTRISE
JO SULA3E 3 03
30adsal [ ananuod
WO P VaSA
HIMIIY SHopRTICIaN

SSTELY

L6906

adearsy Jo podey

POBO-0950

Kouaiy woiatog maey

SINTWWOD

)
Yid B A0
SNOLLVIOIA

INTUHLD

SYQO0H
NIQug
TAAQHdIY
ATINANIND

JINBWALVISNIZY
A0 ZLVA

SUNOH
NIGHOF
THAOHIIY
ATSAOINTId

NOLLVHIIXH
ElikFigis

ALLLL NOLLOATIOO

HATHIN
TOHINGD
o

SNOILOETION ONILSIXT 40 NOILYHIXT )
110V NOILONGSN MHOMYIAYd IHL 40 SNOLLYI0IA 8661 Ad



176

6661 1 oung

€ 99eq 1100 SurofuQ jo 1) SUOHEIOIA 1Y Uononpay Stosdded 8661 Ad 0 SEIS » SRU[ROUSY Jo Juswapedac 'S 1
‘uonejoA Jurpue)s
-J00 WY SUIBIIIA
SIL 66/ST/E0
U0 GINQ 01 PONIIGNS SUONEZHIOYINY PUE ‘SOHPa00Id
28eyoed Juowrsieisuray A - - LOL°0T L6/1£/80 ‘sotofjod ueoT ASwsBIow | 6510-0950
suonezIOYInY
*PIATOSAL WA STY Jeq) PUE ‘SOINPAO0I] ‘SN0
UOHBIOIA © SEAM SIY], N 139 66/11/20 o€l 86/1£/56 o] diysousmQ uuey pamsul | £510-0950
suonem3oy
pasjuerens Jo Summueans
PIAJOSIE UG STY YRty pue wrerdolg xopus]
UONE[OIA B SEM ST L N TSL'L6T 66/80/20 £YE'E6T 86/1¢/L0 ponRyoId Jo uonmumawsidy | <¢10-0950
*PIA[OSII U SRY Jey)
UCNEIOIA B SEA SIY ], N oS 86/6T/T1 00€°TT 96/1€/T1 Sjuswssassy sopodw] | 8410-0950
“uope[oiA Surpuvisine
UY STTRUIAL STYY, A - - EL'T L6/0E/90 Jegng - Juowssessy SunoeN | $€10-0950
“PAALOSIL U3AY SBY JeY) Joquiny
UONEIONA ¥ SEM ST, N 0sT L6/£0/01 0sT L6/0£/90 Burfgnuopy 1of jsonbay s J0ked | 1210-0950
wiexforg
PAAIOSAI U Sy YN Juswikey raurspuy Lneq
UOHBIOIA © SBM ST, N ot L6/0T/TE 082 L6/0£/90 ‘swesgoid wowked Arwoput | 9110-0950
“PIA[OSAT MY SBY Jey) SUIBXF0Xd [ENIOWUOIAUT
UOIIE[OIA B SEM SIY L N 008°L1¢ 66/08/50 005°L1T L6/1¢/LO PHe woneA1ssuoy | 7800-0950
noneo1A Jmpusys
-JN0 UE SUIEIIL
sigy Bursseoord
PUR M3I1ADI 10) Q1) M}
03 a8eyoed e papruqns
sey £ouade sy L X - - $L8291 86/1£/10 wiexdorg UBOTUONOD | $L00-0950
(ponuguos) Lyuaiy ARG wavy
SINTHWOD (074] SHNOH INTWILVISNIZY SUNOH NOILVHIIXA ATLIL NOILDATI00 HTTHON
Vid JHL 10 NIQING A0 ZLVa NAQud J0 dEVa TOMINOD
SNOLLV'IOIA qAAONdIY dTIAOYddV g0
JINFYHRD ATINTIND ATSNOITNd

SNOLLDITIOD ONILSIXT 20 NOILYMIdXT
-10Y NOLLONGIY MUOMYI-" " FAHL 40 SNOILYTOIA 8661 Ad



177

6661 ‘1 duny

+ 3Bed (suonoaio) Suro3ug Jo 1) SUONBIOIA 10V UOHONPaY Niomiaded 8661 A1 30 StElg « armoLsy jo jusuredad 'S 1
“uoye(01A Surpus)s
-}N0 oe SUTEmL
sipL Furssacord
PuE MOIADI 10 O 9
0} 93exoed € popruqus BPULYRY
sey fousge s, X - - 00€°Y 86/0£/60 ejond Funedzey 050eqo, | 7810-0950
“uonveiA Jurpueys
=IO UE Suemas
sy Bussavoxd °I0A
pue M31A%1 10} O o O} HIqIBHA JO uonereR
01 38eoed & paynuqns pue 10][ed SpIWO))
sey fousge ay L A - - 00% 86/1€/L0 AyunoQ) S Joj 1sanbay | 1810-0950
UOYROIA
€ )0u KA STy, N - pamel 000021 86/1€/10 wiesBorg Anuuspu] 001s2Ar | 6L10-0950
“PAAJOSI TR SEY YRy}
UOIJBJOIA B SEAL SIY T, N 0008 66/67/€0 000'8 L6/1£/0T Aydeidoloyq enoy 10§ jsanbay | 921070950
uope(ois Suspueysyne WeIdoL ueIsIssy
e SURW ST A - - $58'801°8 86/1€/S0 Loysesic] do1) pamsuruoN | SL10-0950
“PAA[0SA UIIQ SEY Jey) wWHpuoppy
UOHBIOA B SEAL SIYY, N 0£8¢8¢ 86/€1/50 006'91§ L6/1£/01 “10RI0D) UOHEAISSUOD DD | $L10-0950
‘noye[o1A SurpuLisINo wergoly
P SURWAL SIY], S - - 918 86/1£/€0 uoRemIpy ueeT feaynondy | <910-0950
“PAAJOsAX U] Sey I8}
UONE[ONA € SBA SIYT, N 66£°CE 66/22/£0 061 86/1£/80 wergo1d opISy-198 1015eSIA | $910-0950
PAAJOSAT U SeY ey} S9101[0g SuId1AIg
UO[JE[OIA B SBA SIYE, N 60£1 86/90/10 885'8 L6/0£/60 1unoooy wrexSoxd Jeuned | 1910-0950
(panuguoo) Koualy aNAIIG UL
SINTWIWOD (V7Y SYN0H INTWILVISNIZY SYAOH NOILVYIIXT ATLIL NOIZIOATION YIGHWAN
Vid AHL A0 | NAQUNd Jo qrva NAQIng 40 AIvd TO¥INOD
SNOILVIOIA | dIAO¥ddV agA0¥ddV awo
INTHUND | ATINTYHRD XTS00MTYd

SNOILOITIOD ONILSIXZ 40 NOLLYNIdXT
11OV NOLLONATY MHOMYNIAAV IHL 40 SNOILVIOIA 8661 Ad



178

6661 ‘1 oung

s 38eg (suogeanory Buiodus 3o woneidxi) SUCHEIOIA 10 uonINPSY Jeomrxied 3661 A 30 smiers « axpnonBy o uennredacy g 1)
10dss QRO PIEE 11 13 POl g P ‘odkt SO 04 W PO 1018 i UOTITIO0 BIYL,
‘uoyR|oIA Fupueisme SR WsmNes aamgtpuxixg
g SUE SEL A - - 00467 L6/0€/60 % syusmamboy [eUeury | ST00-2450
ssarfold uonwisang Jo Hodoy
Appuopy s sesuifiug % se0tAISg
“uonetoiA Fmpugssino Suuseuiug pue HONONISUCD
UG ST ST, A - - €08 96/0£/%0 Jo ssaBosg Jo wodey | $100-7L50
[ uonB(oLA Furpwers
~J00 e SUERIDL
SHEY, parmase
154 10U S8 000
-7L50 30 WOWIEISNSL
1A SEGOD-TLSO
OJUT NOBIALS ST SNV ‘SPIOINY 5 JIOMOLIOF
ofzzw o} suetd Anwsdy A - - 0600°61 L6/15/01 JO UONEAINSOA S0 [eNUEI | TIOTLSO0
“vonvjos Suxpuvis
<3010 7Y FUBIAT
SIGY, POLINOIC
14 300 52 £000
LSO IO WRWOIRISUIL
“RAIMOY SE00(-TLSO
O} BONVR[[0S STH SIMMOLIOE OO
310w o sueid foualy A E - 000°LbT L6/0E/60 Joj syuausazrtbay Bammosoy | 2000-2450
RIS SIBH(Y BAON
“PIAJosIL
WY FEY 38y} Buprateg
UOLBIOIA ¥ SeM SIYY N $L9°71 66/0£/£0 ££0°07 86/0£/0 punyf ueo] wsdopasd e | ST00M04L$0
NALIG AARIIA00)-s80gs Mg FRNY
SINIHWOD (74 SHAOH | INFWIIVISNIIY S¥A0H NOILVYIIXT FTLLL NOILOHTIOD YIFHON
VI ANL A0 | NEQUNE F0FIVA NE@Uag A0 FIVA TOLINGD
SNOLLYION | GRAONIdV AAAOUdLY awo
INDND | ATINTID 1ISAOIATIL

SNOILOTTIO2) ONILSIXT 40 NOILVHIdXT
119V NOLLONAIY SHOMZdV FHL 40 SNOULYIOIA 8661 Ad



179

6661 ‘1 oung

998eg 1100 ButoBug jo ) SUOHBIOIA 10V U0HINPay Jtomiaded g66T A JO SmelS « amynonsy Jo juswyeds ‘s 1
Tomoq
‘uone[oiA Jagpurysine IO JO 2F¥S pue IseydIng
¢ SUTBUA S1Y, A - - 066 L6/1/01 Y} J0J SPENU0)) AESAOYM | 6800-TLSO
‘uoneoiA Surpue)sino s1oamoxrog suoydaa], 10§ syuaw
W SUTBWDA S1Q, A - - LLrL 96/1€/T1 ~o1mbay] 7 S2INPACOLS ULO[OIT | 6L00-TLSO
‘uonejoIA Supueys
-INo uE SR
SIL "6S00-ZLSO
14 UOLIDB100 ST) Joquiry, Jo wotoadsuy 7 J030)
sg1ow oy sueyd fouady A - - 9916 L6/0E/60 Aygend) s03 uoneoyroeds ViRy | 9L00-7450
SEIog
10e13U0)) ouoydapd L % S[eLLL,
Ppiowd suoydora], ‘souedasoy
‘uone[orA Surpueisine SUOLESIoaAG SpIEpUEIS
UE SULBIIAL Sy, A - - L3E'8 L6/0E/60 auoydofaL, pue SHI0Ald | 6S00-7LSO
“uonuiolA Suipuwisine
UR SU(RUIA SYL, A - - |£24 L6/0E/TT TR( IS TR 40§ 15000y | 1600-2LS0
‘uonE(ois Surpur)sine ajeg Jo [eaoxddy so/pue
UE SURBWIaL $[qY, A - - €17 96/1£/50 uop] Jo 5ea1ay Joy bt | 1100-7LS0
“uoyeioIA Supuvisine s1amorrog suoydafa, xof
UE SUTBUIAL SIQ, A - - ovL'L 36/05/60 noday [EONSHEIS PUE [EIOURULL | TE00-TLSO
werdord
“uoneols Surpusysine ueo] suoydspar - spung
B SUTRwdL S, A - - 96b°C L6/TE/80 JO WAWBSMGSIC] PUe 3OUEAPY |  €200-7LSO
“uonEjows Sutpueisyno s1ossy [ende)
e SUrRwd SIYL A - - 08L L6/0£/90 1195 01 Jeaorddy Jop jsonbay | 0200-27L50
(panuguod) 33ALSG SN ey
SINTWWOD [374] SHAOH | INSFWALVISNIZY SYNOH NOLLVHIIXA HLLIL NOLLDTTIOO NAGWON
viad IHL A0 | Naaund d03Ivd NIQIng A0 ZIvd TOHINOD
SNOIZVIOIA | QZAOUIdV aAA0UddV . awo
INTHHND | ATINTAD ATSN0IATUd

SNOILOFTI02) ONILSIXT 4O NOILVHIdXT

11OV NOILONGIY YHOMYI, " GHL 40 SNOILVTIOIA 8661 Ad



180

6661 '] dung

1 o8eg 110;) Buofug yo ) SUORRIOLA, 30V UOHORpIY spromsadid 8661 A J0 SWpIS « axfrondy o jusunsedat g 1
Apadord (1R pie (e
PAAOSIL U VBT T Jo uonsmbay pue sisg 1B
UOPBIOLA ¥ FBA SIL N L6L°T L6/82/0Y L16'S L6/1€/80 A parnoss S0t o nonepmbIy | 60105450
"PRAOEIZ B S8y 19YL SION Pornsu] puw dR(SIOUMG
TONGIOA ¥ FRA BIG Y, N 9 66/08/40 o8 £6/08/11 TEIOLRUAY JO UONBOHILS]) | $O00-L60
snopEzEOYINY
“POAOSIL WA Y JUNYY PEE ‘SOmpasoxd ‘sopijoy] WLID
UOPE[OjA B KA ST N 019's 66/62/10 2948 86/1£/L0 PuB upo'] Butstioy] Joqu WIBT | GHOD-GL50
‘DIALOSIN U KUY IRy sywsasmboy
UGHEIOIA ¥ FBA 1YY, N L19°¢es 66/10/20 +oL2ES L6I1E/80 souenduoy sMBRE a0 | BT005L50
Mjasag Busnoy pany
uopwloLs Jugpuessino SOINPAD0NY PUE SANOL
Y SRINS SIYL A - - 69 L6/0E/1T WONDRISUO) WHSAT OO | LOTO-2LSO
wopuiors Jugpuwising UBd 90IM0sy pajerdsug pue
WY UTBTIL FILL X - - a6 Lef0L/90 ueid yeameBBuEn 0Pl pused | $010-7L50
“wopB(ols Supueisino R UOTEZIISPOIN
u¥ SOyRUIAL S, A - - 000'12 86/1E/10 SUCTIRORIMUIIOISDL 8IS | $OT0"LLE0
‘nopujotA Suipaeisino SOBIPIOqNS
UR STRWUA ST X - - 1 96/1£/50 PUL SUOHRPOURLONOY UNT | OOTO-EL50
‘nopEio. Supuaisias SR0f0LT (1Y 10f SWouIkEg
WY SUBMAX S A - - 1 LE/1IE/80 UROCT VI JO USRS | L600-TL50
KOMOBI0g
‘uonejoIA u-——vﬂseaa-a Qﬁo—i‘u—vh‘ pue 5190317
e SurRwaL S, A - - 0€€°07 86/0£/60 oy SIpMY U0 KO SNV | $600-2450
(Porunens) ANATDS SN TV
SINZWIWOD (7% SHAOH INTWTLVISNITY SHNOH NOIIVEIIXH FIEEL NOLEOHTTOD HAEWIN
PUd 0L A0 NAqENY d031vd NIquad HO TV TONINOD
SNOILVIOIA | EAONdIY TIAONdAY qano
INTNHD) | ATINTRNOD KTSNOINTRYd

SNOLLOFTION ONILSIXT 40 NOILYHIXT
115 NOLLONGIY MuOME" " 4 IHL 40 SNOLLYTOIA 8661 Ad



181

6661 1 aung

5988 1100 Buredug yo 1) SUOHTIONA, 10V UOHoNpaY ptosIadd 8661 AdJ0 SIS « AIMIROLBY Jo Tuowiedact 'S
‘PIATDSIT UMY SUY YL weidorg
UOREIOIA B B SIYT, N £ L6/80/21 £ L6/0£/90 SUIA PAMOPURAY [Ny | 6100-8LS0
“PAAIOSIL WAIG FEY JBY)
UOHBJOIA ¥ 5¥M ST N 7908 L6/60/TT $89'6 Le/TE/L0 usudag Joy voneoyddy | 8100-8450
HonB{oA urpuus »
“IH0 UR SRIBINIE R
sy, Aujssooord :
PUR M3 IO} OID ) suonerdo
01 93exoed £ pannuqgns JO UBLJ UONBAIOSUOD)
sty Asuo8e sy, A - - €514 $6/1£/80 Supsenuo) woL-FuoT | £100-8L50
~woye(on Suipue
IO UE SYIRIma
sy, Swsseoord
puE Mtz 10§ 1D 20
0} oFexoed ¥ panruqns skoasng sSewrect
sey Aouode oYy A - - 0s8'C L6/0€/90 POOLA ueqI[) pue [EXOUBY | L000-8450
INAIIS UOHRAIISUO)) SITANGEFY [RIIEN
“PIAJOBAT GAIY FBY IO
TOBPIOA U SRA ST, N 092'9 L6/8L/01 09T 96/08/11 Spumosoy yueg pesiasadag | 8S10~5L50
$1G3(] TRIOISHILID,) 10 ISUINSUO)
PIAIOSIX UG SEY 1BY) 103 SOT[0J UOTAIL,) [P
UOHE[OIA ¥ §RA STYL, N 6t 86/VT/LG o244 L6/0E/TY ‘uoneoynua)y veneonddy | £216-5450
panuuos ‘A3 Busuoy fesmy
SINIWHOO Wi SUOOH INAWALVISNIZH SHNOH NOLLVIIdXH ALLLE NOLLDATIOO NAGHAN
Vad ZHL A0 NAQURY 40 FLVa NIQNG Jd0 drya TOYINOD
SNOLLVIOIA | QIACUddY AIAOHdY anwo
INTHIND ATINANYUND LISA0IATYd

SNOLLIFTIOPN ONILSIXT 4¢) NOILYMIdXT
11OV NOLLONGEY MHOMUZ, " § FHL 40 SNOLLVIOIA 8664 Ad



182

6 98eg

1109 SugoduQ go

“EE00-850 81 Hodbi PORIqNS I} U PO SORNG S, OO0 59 PI0SOS IUNIOOQNS IS JoJ PRGNS Hoda1 FINO OY U PoFsIf ZEOQ-1850 Soaquumday L

6667 ‘1 oung

£1) SUOTIZIONA 10V UOHonpay sposusded 8661 Ad JO SuzIg « aimymopdy jo juewsmredad '§ 1)

z

"PRAIOSI UG SEY T8I
UOBIOJA ¥ SBA SIUT, N LSY'LT 86/LT/LO L§9'LT 86/1€/10 Wodoy SMON IMIBI AXiInog | ,££00-1850
NS SupaneIy A nIUSY
PIAJORIL URY SBY I8Y) swospuds Asojeardsay
UOREIOJA © BBA SIYT, N (344 86/01/80 (144 L6/1EMTT pug sanonpoxday suoIod | SZ10-6L50
“PAAIOSOA UIG SEY JBYY
UONBIOJA € SBA STY, N [418 L6/£0/0T Tel L6/1€/50 oeog powoy-BuoT uelsy | 7Z10-6450
“UOPYOA Surpueys
~IN0 UL Sl
SHLL '86/0£/01
0 EINO 0} panIIqns
ofmoed wowoeisurey A - - 01686 96/1€/L1 sounurIeng) ousawody | 8800650
*PAA0SIA U BRY JE)
UOBIOIA B SBA STYL N 6788 86/£1/60 798°901 L6/0EM0 SOON dunuesend) uBIog | 6v00-6L50
“PIA0SIT UDIY BBY JEYY
BOBIOIA B SEA BIYL N 600'1T L6/4T/01 62012 L6/0EI90 JROINE) WIS WAL '§'N | 0Z0076L50
"S'1 Y3 OIUT SIORA puE
SWISUEBIQ ‘Annod ‘slonpordiq
PIAJ0SAT UIIQ SBY JBYY ewpuy ‘sjespyl Jo uoneyodury
UONB[0IA ¥ SHA AL, N 9§T'1€ 86/0€/40 ST1Ly LBIOENT PaOISRY pue paRqord | $100-6450
*PAAIORIL 1A SEY JBY ueld
UGHBIOJA ¥ SBAL SIGT, N 6v¥'L 86/0/20 hb'L L6/0¢/T1 TuswaA0Id] AX)N0d TEUONIEN |  L000-6LS0
1AL uoASHE YIBIN el pue WUy
SINTHRIWOO (7] SHNOH INTWATVISNIZY SYROH NOLIVEIXT FTLIL NOIIDATIOO HAGWOAN
Vid AHIL 40 NI@Ing d0 LVaA NIQINg dJ0 ALvd TOUINOD
NOILVIOIN AAAONILY dAAOHdIY awo
ATINTID A1SNOINTHd
SNOILLOFATIOD ONILSIXT 40 NOILVYIdXT
LLOV NOLLONAZY YWOMYT " AML 40 SNOLLYTIOIA 8661 Ad



183

o1 29eg

1107 Buosug) jo

6661 °1 sunp

SHONIBIOIA 1V uONanpay sosseded 8667 A JO stuuis «» amymonSy Jo yusunieda(y g N

“PAA[0SIT UAIY S¥Y JEY) suodnoyy poog jo sduryoxy
VOLIBION ¥ FBA STYL N 658°LT 86/81/11 [13:7A¢ L6/0E/TT J0 PIUINISY JO PABPIY | Z500-48SO
Y 29SEsI
“PaAOIS B KUY SR 305 HOnNqISI( ApoTIBIe)
TORBIOIA ¥ SEM SIGL N L6 86/€0/T1 L6 L6/0E/60 put souenss] uodnog Jo uoday | L£00-¥850
WONR[OIA UONOY SALRLI0))
¥ 00 FEA ST, N - parygar SIT'E6$ L6/1E/0L pue ‘sisAfey viec ‘AN ‘Sud | 0100-b850
*POAIOSOL UG $BY 1B yioday
UOHBIOIA ¥ fEA S Y N LS B6/01/90 ETLS LE/TE/0Y Appemosoy dweig pood | 6000-¥8S0
0[ARIS UOPLHNN PUE ooy
“wopejois Snypusys
IO WY SUTBIAT
sigy, Burssaoord
PuE MOIASI J0) OL0 A1
01 33wped € polinugns Jeapy o woneyoding pue
seyf AouaBe sy A - - 112891 L6116 ‘wonmodsuery, ‘oneuodxd | $600-£850
[eLRIeN
‘uonE[oIA uypavisine BuBexoey pue ‘Buyoge
e SO SIYL, A - - ££6'80% L6/TEL ‘sootaa(] Fupjre (B0 | 2600-£850
“uonEl0iA Burpueys
N0 UY SUTHIRE
sy, Fussoooxd
puE metam1 Ioj (310
03 ofexoed ¢ poymqns uonzadsuy
sey Avwade gL A - - 82007 L6/0E/TT WISHOW-1504 PUe WISUAN-9IUY | 0600-£850
"PAAOSIX DAL FEY IO SuIsjsAg [61)u0)) Anfend)
UGR[0 ¥ S8AL SR N 906'CHL 86/CT/TG L69'66L L&/ PUE S2I6DI00IY BUISS00IT | 6800-£850
{panuguoo) B3Adag wondAdsY pue Ajopes poog
SINAWKOD [(377] SANOH INTWILYISNITY SYN0H NOLLVIIXT ATLLL NOLLDITI0D HATWON
Vi THL A0 NIQUOg A0 IV NIFaunyg A0 ILVA ' TOMINOD
SNOLLYTOIA | TZAONIIY AAAOUIIV ano
INTHHRD ATINTNNND A TISA0IATHL

SNOILOTTION DNILSIXT 40 NOLLYHIdXT
THL 40 SNOILVIOIA 866} Ad

110VY NOILONATY MHOoM¥ad



184

6661 ‘1 oung

11 98ed 110 BuoBug o ) SUONE[OIA 1OV uotionpay yromIadud 8661 A JO smels « smmondy jo wowrnedad °§ 1
'PIA[DSL UIY SR JBY) sprunyg sy, dumg
UOJIBIOLA ¥ SEM SIY ], N 000°C 66/50/20 000 L6/0E/90 PO, 10 3OUBPING ISAIBM, | 6L10-8SO
“PIAIORL WA SBY 3BY) yodoy wesdord
UOTIR[OIA ¥ SRA ST, N €9€'561 86/61/20 L8S'PTT L6/18/01 Sunex], pue jwowdoidw | 6££0-9850
*PAAJOSDA U SBY YEY) WOWNIOC
VONBIOJA ¥ B4 By N §L9' 86/50/10 598y L6/0E/60 wsodeq uodno) pooy | 150-#850
‘PIAJOSA LI SBY JRIR) Swi0q pue
HOHIBIOLA B RUM SIYL N 80$°LS1T 86/17/10 146'061°1 L6/0£/60 SUOHBINSaY UONNGUISI POOT | £620-b850
‘PIAL0SAI UY NBY 3y SpIL)) UoHBOYIUAP]
UO[H[0A ¥ SUM ST N 08419 L6/90/01 08419 L6/0E/%0 wesBod durels pooy | v210-4850
*PAAIOSAX UIAY SBY WY
UOLRIOIA B SEM SIY], N $PTLE 86/80/L0 ozL'ey L6/0E/TT Modoy woneIouoay AuBNSS] | 0800-98S0
‘uopejos Sujpus
N0 UY SUWOL
Siyy Furssodoxd
PUB MAIADI IO} O 24}
01 93exped ¢ poypugns spun,g
sey Aousfe oy, A - - 19v'p€ 86/0£/60 osUSdX SAUENSIIWIDY 18IS | £900-P8S0
013 “wodoy spejduosuy/eie]
‘PIADSAL UIIQ B JBY3 30 20nj0N ‘Burpoday
UOJIV[OIA ¥ SUAM SYYT, N £6'£20'07 L6/€0/01 E6'4T0°0T L6/0E/H0 OIPOHIRd 'SULI0 dWIEIS POOT | $300~8S0
werdorg
*PBAIOSAN WIAG SEY JBY) Surues ], pue yopeoupy
UONBIOIA B SBA STUY, N 268 86/12/10 968 L6/0£/60 voRKIN ay3 103 podey renuuy | 2900-4850
(panugu0o) INAIIG USHLNN pUe pooy
SINAWWOOD (187 4] SHNOH JINTHALVISNIZY SHNOH NOITVNIIXT HILII NOILDATION HAGHIN
Vdd IHL 40 NI@ind A0 2Lya NIing JO AIVa TOHNINOD
SNOLEVI0IA AIAQUIIY AAAOddY ano
INTHEND LTINTHD A2TISNOIATAd

SNOILOITIOD DNILSIXT 4O NOLLVMIdXT

-LOV NOILONQEY MHOMYA-" ~ | FHL 40 SNOILYI0IA 8661 Ad



185

6661 ‘1 dung

719883 73 furodug jo dx51) SUCTIZIOIA 10V UONONPaY YiomIaded 8561 A4 J0 swl§ « simnoudy jo wawnedacr s N
“UOTIE[OIA BUIPURISIND
e SUreaa S1y, A - - 0571 86/1€/01 Kaamng ysaxspuy ywowdordwig | 81109650
‘uopEfowA dapaesine
T SUIRWS ST A e - 00009 86/1£/30 adaroans uurag oo UORESIONT | 90T0-9650
uonREols Jupusine soBuryoRd pue]
UY SUFRTIRL ST, X, - - 96$ 86/1€/80 ‘Sjusunsulpy dysIoung pueT | §010-9650
wrerforyg wswdopdwy
“PIALOSAL UABY SY 1EY) SOIAIIG AUITIO)
UOLE[OIA ¥ SEM SI T, N £80°1 66/97/50 £80°1 L6/0£/90 Jopuag suy 105 venesnddy | 46009650
‘moyeios Snpuels
-H0 WY SUFRIL
sy, “Bwssavord
PUR MIASI 1O} (O A1
o0} 23expoed ¢ popnmqns Wodayg
sy Asuade oL A - - 09 L6/0€/90 Tennry uonesossy sanosdiawy | 26009650
"PIAIOSI U KUY JRY)
UOTPIOIA ¥ SRM SIYY N 99 IY s6/40/10 600°0Y L6/TE/80 JAqUILY, PR 950 BT | 80079650
uoRveA Smpue)s
~INo WE SUIeUNIT
sty “Fmsseoord
PUE M3IASK 10 (31D OY) AroistH
o) a3eyoed © ponnugns 1201papy pue wonesddy (D04)
sey Aswoe s, A - - 1544 LAITE/E Q10 UORLAISUOT HINOX | #800-0650
gonEelA Supueising diyssus pue
TE Supemal sy, A d - 0027 L6/1¢/01 159304 JO ASAING opImatIs | 80049650
I9pIQ A PAIOINSYY SprOY
‘uone[on Supueisino JO 35(] EIONAUNIOY) [RIOPST
W SUMua SRLL A - - 00§ 86/0£/60 -UON ‘el 10y voneorddy { 91009650
ECTSENRTEET S
SINFWHOD (%] SHNOH INAWTLVISNITH SUNOH NOLIVNIdXA FILIL NOILIATIOO YTAWAN
Vid JHL A0 NIQUQT J0 HIVA NIQUNE A0 ZIvd TOUINOD
SNOILYTIOIA | AIAO¥ddV [eale o0l awo
INAEND | ATINSDIOD ATSNOINTHS

SNOLLOITIOD ONILSIXY O NOLLWMIdXT
SLOY NOLLONGEY MHOMNEAS  FHL 40 SNOILYTIOIA 8661 A



186

6661 ‘1 ounf

€1 o8eg 1100 Butoup jo H) SUOREIOIA 10V UORONPaY omisded 8661 Ad30 sEs « amymopsBy Jo wuounredaq °§ ‘0
“Badas NG 300 71 ‘Pacoes ot 2 okl ENO 9h U poist) S 60(-£950 PU2 ‘Z600°6950 ‘PIOD-E950 oo oy,
uoyeiels Jurpueisine fonmg
B SUTBWI SIYL A - - 0ro's L6/1£/01 $SIOUMOPUE] SJEALL] JBUONBN |  9E10-9650
*PIAJOSII U SBY JUY3 nonEAIRY
TOBOIA ¥ SEM SIQ], N £EEET 66/07/50 0066 86/0¢/60 fooping) uo Asamg feuoneN |  £Z10-9650
35(] UOTBOMIMIIO])
‘uonjoLA 15910 JRUOHIEN WO
B Jou SeM ST, N - pamar 059 86/1¢/80 uoneiIoqu] pusi], put sutjssed {  1710-9650
‘uopeoiA Jmpurs
=IO UY SUIvHIL
SIYL 66/1T/F0
uo GO 0 PRGNS soueysIssy
sBeyoed juswdielsurey A - - 00L'TS 86/0¢/90 Ans2i01 oAU B 1S | 0T10-9650
{ponuytios) INAIG 153104
SINTWWOD ) SUA0H INTWALVISNITY SHNOH NOILLVYIIXT AULLL NOILOZTIOO HATHON
Vad ZHL 10 NIQEng 40 ZLvd NAQINg 40 HIVA. TOWINGD
SNOILVIOIA | T3AONddY aiouddv HgWo
INTRINO ATINTIENO ATISNOIATHd

£SNOILOTITIO) ONILSIXT A0 NOLLVHIdX]

110V NOLLONQIY MOMYAd

3HL 30 SNOILY10IA 8661 Ad



6661 °1 oung
198ed  (reroaddy SN NOUIM PAIDOI J0 1eA0IAdY GINQ TOTIA, SUOTIAN[0)) SUOHEIOIA Ky UOHONpaY Yromsaded 8661 Ad JO Suielg « amymondy yo jusunreds s ‘0

“Viid 9 Jo sjuswssmbay

Suipredar saHjo oY Uo; ot
0} PONSSY 2I0M STOTOANSYY JyFnos
100 sem [eaoxdde gO ‘siopeions
SIOS S SUO B SBA HOLIR[00 YL,
“AomaGe oy AQ UOTIUANE 5. O100 0
*PAA[OSIX UG SEIY IR WAn01q seam 1ajjesmat Apopenh smoN Adnang

UOTION ¥ SBA SIYL N vasn sq ur paysnand sjonse wy w0100 posoxddeupy Jowropsny) avelg 1ddississy -

187

‘Auea fey

Apoads 01 sxouoRno 105 Jwewrinbay
oy Suraowiar Aq UONR[OTA 341
paajosar s “Jeacidde vy X0y pasu
oy paraBa garym pajafjos Suraq
OSTe Seas “AjoTIeA A8y ‘UoBULIONUY

30 200yd [PUOHIPPE OUO ‘IOASMOH

“HOTEMLIGIUT SUIATINAPT P2IOO[I0d

31 351823 IIISXO SBAM BOHOS[00

343 13J 45U} 1843 PAILOIPUI OYM VS

UL Eis pAgHoR 0130 Jueuntedag

"PAAJOSIE USIY FEN 184} 3G} pas[e pue SURA[Ig erpour

UOTJRIOIA B SEM TN, N yAnosy) WOREOA S} PASADISI NG UONSONOd poacsddeury 15180y 10N ABE] -
Kowady aatag aurey
SINIWWO i | aINATNIH GNY SNOILVTOIA UL NOLLOTTIOO HIGWNN
Veld SHL 40 GIYIA0ISIA MOH 40 NOLLdINOS3a JOYLNOD
SNOLLY TOIA . aWo

ANIYHND

TWAOHAAY HINO LNOHLIA G310 HO WAONdAY SINO LNCHLIA SNOLLOSTION
1 LOY NOLLONATN YIOMHIdVd THL 40 SNOLLYIOIA 8661 Ad



188

6661 ‘T sung

79Bed  (jerviddy EINQ MOUIIM PIBIPOIA 10 [ea0iddy EINO JROUILA SUOHOSTI0D) SUOHEIOIA 10V UORONPRY Jomraded 8661 A1 30 Sels « amymoudy Jo juswpedsd °§ ‘1

‘ardxa
0} HOBOJ[00 UOTRULIONUY
) pamoype Louade '8661/6/1 UO UO1I2[[02 STy} pasocdde
3y} ‘UOTII[[00 U} N0 "GINO 0 33eord € payruqgns
105 [eaoidde Aousgrows puB MIT1ASX [RUIOIUT ue Y3nonp CPUAIYY
Furarea1 Jary A UOTIB[OTA OY) PAIDA0ISTP AouoTe oy, uoNOAj0d pasoddeun gond) Sunasrey 050eqo], | Z810-0950
“WONBJOIA FuIpUEISING
UB SURWA S, JUou
~01eISUISE JO SULIS) oY)
0} 100ds31 YA InuEod
HINO PUe VasN
uadMIaq SHoTenoFoN
'3661 ‘81 Joquiadag
uo gNO Aq pasoxddesip
Apuonbasqns sem ‘g661
‘LT AInf wo papnuqns
seM yorym “sonbax
Teaordde oy, -oSmpud “ISqUINU JOXU00 JNO
1sonbax jeacdde PI[EA AJIULIND  JNOY)IAL UOLOIN[OO
aou e oxedard 0 ST} 10NPU0d 0} senurues Lusde
2Imnondy 10y IOIO ay 1 “Sxnn eonorerd pue peou Jupioe|
SO VIO A3 ynm SE UOYI0A[[00 SHY) JO TUSW}RISUISX
AJesopo pavjrom LousFe oy aacxddesip £661/97/11 uondaf[od Suroduo
ay) ‘661 A Suung A 0 UOMIOY JO SOWON € 1S GINO Jo reaoxddestp pue uonendxg a8earoy Jo uodsy | $000-0950
(panupuos) LHuddy AIIS WLIBY
aFAINTY OGNY :
SINIWWOD NA) aI¥IN0ISIA MOH SNOLLY'TOIA FTLLL NOLLOTFT10D YIGNNN
Vi IHL 40 : 4O NOULJMIS3a TOMINOD
SNOLLYTOIA ) awo
INFHENO

IWAOHddY GINQ LNOHLIAR GIIHIJON O TVAOUddY HINO LNOHLIAA SNOILD3TI0D

1 LOY NOLLONAIY WHOMYIdVd FHL 40 SNOILVYIOIA 8661 Ad




189

6661 °1 ooy

gafeg  (eaoaddy GINC MOURM PIYIPOIA 0 TeAoxddy FINO TMOYIAL SUOTIOANIOD) SUONEIOIA 10V UONONPSY Josaded 8661 A4 JO SIS « armymondy Jo wwowiredsd 'S N
PIAJOSAL NIIY SEY IBY)
UON¥[0IA ¥ SBAM SILL “Juamdopoasp ut st oBexpoed jsonbax
‘HONOBISILS ISWOISND eaoxdde uonIa[(00 WOYIBULIOYUT MY
PWIM uouounfuos Y 'SUOLOST[OD SOEAISS JOLOSNS 10]
U OTBULIONTY yuaurtedacy o Jof [eacsdde spousd
Funooyioo Apusims ¢ 1o5uo] ou sea 219y Yo Summresy
Jou 51 Aouage oy, N uocn TOTIEJOTA 3Y PAISACOSTD STHAY WO18{[00 parorddeuny ABAING UOTISEISTIEG ISUIOISNY) -
a31Asag UoNAMSHY YIEOH Juely pus [umuy
‘wopeos Surpuess
~JT0 UV SURGEIX SYY,
‘peacxdde gNO moR
patuswojdwy sofueyo
UOTIOS[{03 NORULIORTT
soperodroour
sanbax eaoxdde ‘paresuUel
sy, “Busssoooxd = 03 104 s pire L661/0¢/9 U0 pasidxs
PuR MIADL JOJ Q1D 31 0RO A3 ‘UOPPE Uy 18png eaoxdde
01 s3exped © panmuqgns uoyos|[0) vonerLoyuy oy Juedsid HNO 10ud MoYHIM Uoroa]j00 Asamg sBeures(y
sey Asuae oy, A UL UONRIOIA ) PRISACISID QD0 paaoxdde ue Jo uONEOTIPON weouy) pue sxamoudy | £000-8250
LIS UOPKAIISUOY SITAN0STY [BAMJEN
GIITINIY ONY :
SINTANOD (NAS GIHIAOISIC MOH SNOLLY'IOIA FILL NOIL2ITION NIGHNNN
Veld 3ML 40 4O NOLIdRIDS3a TOULNCD
SNOLLVTOIA awo
ANFHEND

WAQ¥dAY N0 LNOHLIAA GAIEHIGOI HO "WAQNY GINQ LNOHLIM SNOLLDITIOD

110Y NOLLONATY MHOMYIdYd FHL 30 SNOLLYI0IA 8661 Ad



190

. 6661 ‘1 aunf
vomﬁA§e&<mzos§§_85823_«55mzosoa._aEous__oovE%%Ssioﬁgu:%.&&gaE%Esm.ué_,_o&%a%:aﬁ.m.:

‘HOLIR[OTA STY)

ssazppe o} padojersp Suraq st sonbarx
Teaoxdde uono[j0o UOTIRULIONT]

Uy “UONEJOIA Y} PIULIGUOD

oyM VA Ut Jels pagnou Q130
Jusuneda(] 5Y) pIS]e pue J3s gom.
‘woyejo1A Jurpueys VSN 241 wo paystqnd sanoonp e swexdorg souernsuy
-)N0 e SUTBIAX STY], A YSNOXY) UOHRIOIA S} PAIACOSIP FINO uono9[[0s pasoxddeun dox)) moN Sururra( 10§ Aoamg -

Asuady yuounfeuey ysny

‘Koarns

A1) POAOWIAT SV ‘A1ISQIM Y} WOL
paAcmaX Jou seM JYSISIAA0 Ue 0} anp
pue asn ut 1o3u0j o sem Jnq pardxe
pey £oAsns ) Je1) POUILIANSP Sem
31 ‘KonaZe oy £q uoneSnsoaur uodn
“Jusurpredacy ay) papse pue jouIsuf
PIAJOSIT W] S8y JeY) o) uo o3ed suroy Sy oY1 Surmorser
UOLJB[OIA B SBA SIY L, N STYM UOHEBIOIA S} PAISACISIP FINO TUON097j0o pasoxddeury Asamg 950 WASAS000018y | 77008150

NAIIG YOILISIY [LIW OISy

qIaINIY ONY
SINFNWOD (WA aIHIAOISII MOH SNOLLYTOIA UL NOLLDFTION HIGRNN

Y¥d 3H1 40 40 NOLLdRIOS3a TO¥LINOD
SNOLLYTOIA awo
ANFHEND

IYAOUddY GINO LNOHLIA GIIHIGOW HO TYAQNddY GINO LNOHLIAL SNOLLOFTI0N
:19Y NOLLINATY WHOMYIAV THL 40 SNOILYIOIA 8661 Ad



191

6661 ‘T 2unf
gofeg  (reaorddy HINO MOUNM POTIDOIN 10 [rAciddy EINC MO SHONORTIOD) SUCHEIOLA VY uoponpay possaded 8661 A JO Snilg « saynouBy Jo jusnnredaq '§ T

"GINQ 4q pasoxdde
Asnoranid jou voyeuof 543 spaord
03 PAIESHQO 10U SEM 3Y J8Y) Wiy
PINLIOI pue JUR[AI00 STY PIASIARY
BIATOE 15910, BYL, "UAPING 9L JOGY
usedwoo of YIS} Pue SN 01 a101M
‘yEln) w0 Jo U] “1T WOH[ea
’ : peaoadde sy prodoq moping peaoxdde
wopvjoIs arpue)s Burpodax oy pasessout Ajenueisqns NG 1oud JNOIM UOISRY00 | UOBBHSKTWPY PuR ‘Gunirausd
~JMO U SUIRIN SIY, A oumsI Jedury epres oYL pas0Idde ue Jo UoNEOmIPON ‘uopeonddy osn rewads | 2800-9650

‘pasjosaz ‘justrdogaaap ux st a8eoed 1sanboz
I SR PRy UOHB[OTA [eaosdde uorHaY0s YOHPILIOFTL Mt
® SBM S 6661/87/F Y STOTOSYI00 S0YAXIS ISUIOISHD 10}
YO UOLOO00 STYE Juswpreda 2y 10y [eacadde oususs v

J0J NG w0y Teaoxdde 15500} ou seam 250U 38y Furares] wodn pIeny

Ppaatenas Sousde sy, N UOYRIOIA SY} PAXOAGISIP S0IAISE 15330, uopsapeo pascaddeun JUSWILIO,) SOIAISG JSTOISI) -
BNAIIG 810
. aIAINTY ONY
SINFWKOD - A QIHIAOOSIO MOH SNOLLYTOIA FLUL NOLLOFTTIOZ HIGHNN
: Yid FHL 40 ’ H0 NOLLdRIDS3a TOYINOD
SNOLLYTOIA anwo
ANFUEND

._<>omn_a< SINO LNOHLIAA IIHIGOW O TYAONCdY GINO LNOHLIM SNOLLITIOD
110V NOILONATN HHOMYUEdY ] HL 40 SNOLLYIOIA 8661 Ad



192

Mr. McINTOSH. Let me ask you one other question. Then I'm
going to turn it over to Mr. Ryan to finish chairing the hearing.

We talked briefly in one of the previous panels about perhaps
putting in some teeth to the bill. And, I guess I've got a two-part
question. Do you see some of the problems that have occurred aris-
ing essentially from the subunits at the Department not being re-
sponsive, or would you attribute some of the problems being the
interaction between you and OMB? I guess, where in the link do
you—Dbecause it strikes me you're in the middle there.

Ms. REED. Let me just share with you some of my experience
with OMB. I will not forget one of the very first meetings when I
came to the Department. This was well before I was the Chief In-
formation Officer. But I was summoned into the office of Sally
Katzen, who at the time was the head of OIRA, and she absolutely
read the Department the riot act. I mean, this was a good many
years ago.

We came back and we thought we had taken sufficient action to
correct that problem. I will tell you in the subcabinet meetings that
I've attended with the Secretary of Agriculture, the subject of pa-
perwork reduction and the importance of this to the administration
came up time and again. And it was my understanding that, in
fact, it has been the subject of discussion in the President’s Man-
agement Council, which is chaired by the Vice President.

I don’t have personal knowledge of that in having attended those
meetings, but I will tell you that those things rolled downhill, and
they rolled right into our subcabinet meetings. So I know there has
been administration attention to this.

Looking at it from the perspective of our agencies, it is a chal-
lenge to get them to focus on paperwork reduction. There are so
many things on their plate right now. The Department has gone
through extensive downsizing over the last 5, 6 years, really ex-
traordinary downsizing. And we are faced with delivering increas-
ing numbers of programs. The legislative mandates just keep com-
ing.

Right now we’re in the midst of a very serious farm crisis. I
think that Keith Kelly can share with you, if he has to choose be-
tween getting a paperwork requirement in and serving the cus-
tomer, he’s going to serve the farmer. But I will let him speak
about his commitment to paperwork reduction even in the face of
that.

Mr. KeELLY. Mr. Chairman, Keith Kelly, Administrator, Farm
Service Agency. And to the example that the lady that was here
testifying, the hog operator that had hogs here, we implemented al-
most overnight a $50 million hog program. And we’re doing all of
these emergency programs, the Dairy Assistance Program, a Live-
stock Assistance Program, a Major Disaster Program, and we’re
doing it with the same staff resources as in fiscal year 1998. At
headquarters its about a 33 percent cut of staff resources in the
last several years and about a 28 percent cut in the field.

But the dollar outlays have increased significantly. The decision
comes down to making sure she gets her payment, as was intended
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by Congress when you passed the disaster legislation at the end of
Congress last year, or to get to these other things. And, regrettably,
the Paperwork Reduction Act, that went down the priority scale,
that’s the logical place we went.

[The prepared statement of Mr. Kelly follows:]
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STATEMENT OF KEITHKELLY
ADMINISTRATOR
FARM SERVICE AGENCY

BEFORE THE
SUBCOMMITTEE ON NATIONAL ECONOMIC GROWTH,
NATURAL RESOURCES, AND REGULATORY AFFAIRS

COMMITTEE ON GOVERNMENT REFORM
U.S. HOUSE OF REPRESENTATIVES
April 15, 1999

Mr. Chairman and members of the Subcommittee. I appreciate the opportunity to meet with
you today and discuss the services provided by the Farm Service Agency (FSA) and the actions

that we are taking to minimize the information collection burden on our customers.

FSA supports the economic stability of agriculture and the environment through: commodity
programs; farm ownership, operating, and emergency loans; conservation programs; domestic and
overseas food assistance programs; and disaster programs. These programs provide a safety net
to help farmers maintain viable operations, compete for export sales of commodities in the world
marketplace, and contribute to the year-round availability of a variety of affordable, safe, and
nutritious foods. FSA considers environmental impacts in the development and implementation of

program operations to ensure adequate protection of natural, cuitural, and historic resources.

FSA is transforming its operations in response to historic shifts in the Federal Government’s
role in production agriculture, mandates to streamline the delivery of services to farmers and
ranchers, and the unpredictable nature of agriculture which has led to multiple legislative and

policy changes annually to address new challenges in the industry.

The Federal Agriculture Improvement and Reform Act of 1996 (1996 Act) resulted in a new
approach to supporting production agriculture. The intent of the 1996 Act was to create an
environment where farm commodity prices will be largely determined by market factors, rather
than government subsidies and production controls. This legislation was developed to encourage
a thriving export business for American farmers and use of risk management tools such as crop

insurance, the commodities futures market, and revenue insurance programs. This approach has

USDAFSA « April 14, 1999 Page |
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placed a greater dependency by farmers and the Agency on information because the Department
has much less day-to-day involvement in individual farming operations than it did under past farm

legislation.

The Federal Crop Insurance Reform and Department of Agriculture Reorganization Act of
1994 (1994 Act) also presented new challenges by providing the Secretary the authority to
streamline and reorganize the Department to achieve greater efficiencies in the management of
USDA programs. Farm loan program functions formerly assigned to the Farmers Home
Administration were transferred to FSA as a result of the 1994 Act. Further, the 1994 Act states,
“where practicable and to the extent consistent with efficient, effective, and improved service, the
Secretary shall combine field offices of agencies within the Department to reduce personnel and
duplicative overhead expenses." Given this mandate, the Secretary charged the newly formed
FSA, Natural Resources Conservation Service (NRCS), and Rural Development (RD) with
providing USDA customers the best possible service at the least possible cost through "one-stop
USDA Service Centers. In response, FSA, NRCS, and RD developed partnership agreements
and engaged the National Food and Agricultural Council (NFAC), to facilitate implementation of
USDA Service Centers. The NFAC also includes the Cooperative State Research Education and
Extension Service {CSREES), Forest Service (FS), and Risk Management Agency (RMA).
Likewise, State and local Food and Agricultural Councils have been used to promote timely and

23

effective implementation of USDA Service Centers.

Considerable effort has been expended by FSA to meet these legislative mandates and much
work is yet to be done. In aggregate, these mandates have created the need for a thorough review
of the service center agencies’ information collection management processes from a collaborative

perspective.

FSA administers a number of programs. The programs that most directly affect farmers and
ranchers are the commodity, conservation, and farm loan programs. The delivery of products and
services in each category is dependent upon the exchange of information between our Agency and
our customer. In some cases, the exchange occurs between FSA and a partner that assists in the

delivering the product or service.

USDA/FSA« April 14, 1999 Page2
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The 1996 Act reduced the need for FSA to collect acreage reports. However, the delivery of
farm program services is based on information about market conditions, land use, crops, and
business operations. For example, a participant’s eligibility for benefits under the Noninsured
Crop Disaster Assistance Program or loan deficiency payment is based on average or actual crop
planting and production calculations; the participant’s share or interest in the operation or crop;
and the participant’s commitments to financial institutions, such as liens or payment guarantees.
Financial integrity is maintained by independent determinations to verify the accuracy of
information provided by participants. These records serve as the basis for determining eligibility,
calculating payment amounts, and preventing fraud and abuse for over $18 billion in Commodity

Credit Corporation outlays expected in Fiscal Year (FY) 1999.

Improvements in our information collection processes have reduced burden on FSA customers
and USDA service center employees. For example, beginning with the 1996 crop, producers
were no longer required to provide information and re-certify that their farms are in compliance
with USDA'’s eligibility requirements related to highly erodible land and wetlands. In addition, we
no longer require producers to submit annual reports for payment limitation determinations. Now
we only require producers to update the records when there has been a change in the farming
operation. This change represents a substantial overall reduction considering that over 98 percent
of producers on eligible farms participate in one or more of the Agency’s farm programs. We
have also begun posting program applications and other information on our Internet sites to allow
producers to complete program documents at home and mail or fax them to our offices. Our
recent implementation of the Small Hog Operation Program is a good example. The process used
to collect information from program applicants was significantly streamlined by placing
applications on the Internet, giving producers the options of submitting the applications by fax,
mail, or e-mail, and issuing payments electronically. In many cases, applicants did not have to
visit our office to receive a benefit. Paperwork burden for this program was further streamlined
by requiring documentation supporting application data only from those producers selected for
audit. A virtually identical process is being used to support the new Dairy Market Loss
Assistance Program. Similarly, FSA’s implementation of the Livestock Assistance Program
earlier this fiscal year was based on certifications of grazing land, feed purchased, and number of
livestock rather than requiring producers to provide actual evidence supporting these claims.

Forms used to request marketing assistance loans and loan deficiency payments have also been

USDA/FSA « April 14, 1999 Page3
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posted on our Internet sites. USDA experienced a 725-percent increase in the number of
applications for benefits under these programs for 1998 crops and expect similar volumes for
1999 crops. The process for making payments under the new Crop Loss Disaster Assistance
Program was also designed to minimize paperwork burden. Program applications are essentially
pre-completed using information already on file in USDA service centers requiring applicants only
to review the information for accuracy and sign the document. These improvements are helping

our offices support an increasing workload with decreasing staff resources.

Through FSA’s farm loan programs, FSA makes and guarantees loans to family farmers and
ranchers to purchase land and finance agricultural production. Farm loan programs are designed
to help farmers who are temporarily unable to obtain private, commercial credit, such as
beginning farmers, or those that have suffered financial setbacks from natural disasters, or who
have limited resources with which to establish and maintain profitable farming operations.
Delivery of these programs is also based on information regarding the farming operation.
Information collections are similar to those required by private, commercial lenders and include
documentation of the applicant’s inability to obtain commercial credit. Specific collections
include obtaining and verifying financial data, and income and production records. The Agency
must collect financial and business information in order to make the determinations required by
the Consolidated Farm and Rural Development Act. Loans and guarantees of almost $3 billion
are made each year under these programs. FSA’s current outstanding loan portfolio is $17.5
billion. Once again, the collection of information from our customers is necessary to provide

these services while maintaining integrity in the transactions.

As a result of the transfer of the farm loan programs to FSA, we initiated a business process
reengineering (BPR) project in April, 1998 to update our loan program regulations and directives,
and to support the USDA paperwork reduction goals and objectives. Loan making and servicing
processes, as well as documents associated with both the direct and guaranteed loan programs are
included in this project. Approximately 60 agency instruction manuals providing guidance to field
offices will be consolidated into 6 agency handbooks. The 45 existing CFR parts which support
the existing instruction manuals will be consolidated into 9 CER parts. Administrative provisions
and internal procedure will be removed from the CFR. Current processes contained in both the

CFR and agency handbooks will be reviewed to eliminate redundant and unnecessary processes.
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Forms associated with loan making and servicing procedures will be reviewed for possible
elimination, streamlining and consolidation. Regulations are being streamlined along with
handbooks and forms. The new processes will reduce burden not only on our customers but on
our own staff as well. The first regulation rewrite completed was the Guaranteed Preferred and
Certified Lending Program, which was published as a final rule on February 12, 1999. There
were several burden reductions associated with this final rule. By reducing the application form
from 12 pages to 6 and reducing the amount of supporting documentation, the time required for
working up an application will be reduced at a minimum of 1 hour. In addition, at the insistence
of lenders that they cannot justify putting the same effort into small loans as they do larger loans,
a "lo-doc" application was developed for requests under $50.000.00. By reducing the burden
associated with a normal loan application, lenders are no longer indicating they will avoid making

the smaller loans, since the lo-doc process makes these loans cost efficient to process.

Reductions have also been realized in the Direct Loan Program, where automated forms are
now being used to calculate losses and the eligible loan amount for Emergency Loans (EM). This
automated format reduced the amount of time required to determine EM eligibility from 2 hours
to 20 minutes. It is anticipated that as the streamlining process continues on the remaining CFR
parts, the same types of time savings and reduced paper burdens will be realized in all Farm Loan
Programs. The Agency has also placed loan applications, related forms, and a lender handbook
on the Internet so that farmers and guaranteed lenders may access these documents without a

physical visit to the USDA service center.

Still, we recognize that quantum leaps in reducing paperwork burden require us to look
beyond our own Agency boundaries to all of the USDA agencies that serve our common farmer
and rancher customer as well as those entities beyond the Department. From the customer’s
perspective, the most annoying issue is repetitive submissions of the same information to different
USDA and State entities. Accordingly, two of the goals in our Strategic Plan for Information
Management reflect our commitment to facilitate information sharing with USDA’s service center

partners and with non-USDA entities.

FSA is one of the major participants in USDA’s Service Center Initiative (SCI) along with

NRCS and RD mission area. Information collections at the service center level represent the
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majority of FSA’s total collection burden. FSA believes that SCI provides a unique opportunity
to achieve new levels of information collection efficiency because collections across
organizational boundaries can be consolidated as common service center business processes are
reengineered. Projects underway through the SCI that will help reduce paperwork burden

include:

* developing common geospatial maps and data and prototyping and testing common software
tools and procedures for managing and sharing the information;

»  prototyping and testing a common customer information management business process;
P!

¢ developing data management standards and a common information architecture;

e prototyping and testing common customer eligibility and compliance business processes; and

* prototyping and testing Internet-based tools to share information with customers

electronically.

FSA is taking full advantage of this opportunity by sponsoring a companion initiative—the
Paperwork Reduction Implementation Team (PRIT)—that brings a paperwork reduction focus to
the BPR initiatives under SCI. This effort was initiated by Secretary Glickman who directed
NFAC to establish a team specifically focused on reducing paperwork on farmers. The vision
statement for this initiative is “information is collected once and shared many times by USDA
Service Center employees and, as appropriate, with other public and private entities.” Another
focus of PRIT is to develop standard methodologies for information collection management and

to standardize burden calculation and reporting processes.

Beyond USDA, the production agriculture industry and State and local governments are
increasing use of automated tools to manage various agricultural enterprises. Producers are using
global positioning systems and mobile computers to support precision farming operations, such
as, planting and fertilizer and pesticide applications in the field and collection of real-time yield
information during harvest. These tools organize their business management information in a

manner that facilitates easier information sharing that will reduce reporting burden in contrast to
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manual methods of managing the data. Several State and local government entities are using
digital geographic imagery and geographical information systems to manage land and crop-based
information, such as, pesticide regulation, land valuation, water management, and resource
conservation. Dependency upon fundamental land and crop data is a common element to all of
these activities as well as to many of USDA’s programs and services. The coliection of this
information is duplicated many times resulting in additional burden on agricultural producers.
Expenses for managing the information are also duplicated by each of the entities. Further, non-

standard information formats inhibit sharing and reuse of the information among entities.

FSA believes that information sharing partnerships with these State and local entities is critical
to achieving our overall burden reduction potential. Accordingly, FSA initiated dialog in 1998
with a variety of State government entities in Arizona and California about opportunities to
consolidate and share basic land and crop information. Discussions have since expanded to State
and local entities in Idaho. The entities include the departments of agriculture, environmental
protection agencies, and water management commissions. We believe that these discussions will
lead to incremental information sharing projects and ultimately result in substantial reductions in

aggregate information collection burden on our common customer.

TImplementation of our one-stop shopping concept faces many challenges. One of the most
significant is the need to overcome different standards that govern program development and
implementation in 2 USDA multi-agency environment. Potential efficiencies of consolidated
operations cannot be realized if we fail to operate in a consistent or collaborative manner.
Standardization is needed in many areas ranging from simple administrative routines to the
information technology and telecommunications architecture that supports the delivery of
services. Development of standard information architectures and common business processes
requires time, commitment, and Congress’ continued support. This support of the overall SCI

effort is key to realizing potential improvements.
Summary

The collection of information from farmers and ranchers is critical to the Agency’s and

Department’s ability to determine eligibility for USDA programs and calculate program benefits
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and loan amounts. We must consider many issues when developing a new program or revising an
existing one. These include legislative requirements and intent, maintaining financial integrity,
information needed to calculate benefits, burden on the customer, burden on FSA employees, and
information technology capability. We have a responsibility to protect the taxpayer’s interests
when delivering these services and that often times mandates collection of additional information.
Material improvements in burden reduction will come from consolidating collections across
USDA service center agencies and with State and local entities, improving information sharing,
and implementing revised information collection processes that support contemporary business
techniques, such as providing electronic access capability. FSA recognizes these opportunities
and has committed to take full advantage of them through the SCI'and PRIT. Continued funding

for staffing and technical infrastructure are needed to turn these opportunities into realities.

In these times of extreme market volatility when farmers and ranchers are shouldering more
and more of the responsibility for their own risk management, they require reliable and timely
information on weather, markets, and programs. Good information is the mothers-milk of risk
management. FSA and USDA are committed to providing this essential component to the

nation’s farmers and ranchers.
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Mr. McINTOSH. I appreciate your candor there. And, I under-
stand the bind that puts you in. So perhaps we need to then look
at whether to make that a more important priority is including
that in some of the performance standards, not only for Ms. Reed
but others throughout the Department. And, recognize—frankly,
I'm a big believer in using incentives—so you can recognize in the
bonus that’s paid at the end, rather than necessarily on a punish-
ment side. If you're taking on extra jobs, maybe people are staying
extra hours and making sure they get the paper done, have that
reflected there.

Mr. KELLY. Mr. Chairman, I would like to raise another issue
along this line as well. You know, sometimes in some of these Pa-
perwork Reduction Act projects, we’ve got a major one I know we're
at odds with OMB and it’s that’s been out for quite some time. We
should be following their rules and we should be taking it seri-
ously, which we are trying to do. However, while we have been
working with the Office of Management and Budget in this process,
and there’s been good people in these different agencies with dif-
ferent approaches, sometimes it’s just differences of opinions.

And part of the thing is that sometimes—what I think I would
raise a question with is if you don’t get it in in time and you are
in violation of the law, that there’s another law that is to be vio-
lated if you don’t collect some of this information somehow, and
that leads to a dilemma: Which law do I break today? And that
needs to be put into consideration of any incentive program.
Otherwise——

Mr. McINTOSH. Is there an appeals process if the agency and
OMB are at loggerheads on a paperwork collection item? Does the
administration have a mechanism where they bump it up into the
Cabinet? We used to have the Competitiveness Council when I was
in the administration, I know they don’t anymore, but is there a
process there where you can do that?

Ms. REED. I would have to say that it is very much the exception
and not the rule that we have this kind of discussion. We work it
at the staff level, and we work it at the senior policy level. In this
particular instance, the Secretary himself is prepared to get en-
gaged. So you do move through a process of ratcheting up and try-
ing to get closer.

Mr. McINTOSH. And, the Director of OMB, if they can’t work it
out, then I guess you go to the President at that point?

Ms. REED. Hopefully it will not get there.

Mr. McINTOSH. Hopefully you don’t have to take those things to
him. I know what you mean. You want to try to solve what appear
to be smaller questions. Sometimes there are larger questions re-
flected in there. So I appreciate that.

And let me now turn it over to Mr. Ryan to finish out this hear-
ing. Thank you both for coming and thank you for your candor and
sort of getting a feel for the dynamics of how this is working. And
I appreciate it.

Mr. RYAN [presiding]. Thank you for coming by, Mrs. Reed. I ap-
preciate both of—and thank you for your candor. That’s refreshing
sometimes. It wasn’t what you want to hear, but at least it’s an
honest answer. I really appreciate that.
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I wanted to ask you a quick question. Since OMB’s standard
form for agencies to request Paperwork Reduction Act approval in-
cludes the question, Are farmers going to be burdened? Have you
done a cross-cutting analysis with other agencies that affect farm-
ers with respect to paperwork burdens?

We just heard testimony from Miss Whitfield, hog farmer from
Indiana, I think she was from Muncie, where she had a paperwork
burden placed upon her from other agencies.

Have you taken a look at it from the farmer end and taken a
look at some of the paperwork burdens imposed on them, and have
you coordinated with these agencies to try and reduce that burden?

Ms. REED. Let me answer that in several ways. First, with re-
spect to the issue that she addressed: The Department of Agri-
culture did engage in discussions with EPA in developing the strat-
egy for animal feeding operations. We did what we could, I think,
to try and represent, to get a balance in that strategy.

Mr. RYAN. At the other agencies?

Ms. REED. With, in this case, EPA. I believe that we will, in fact,
be able—the final strategy does, in fact, address some of the issues
that she raised. We can go into that later for the record. In other
respects, I have looked—well, I will not say I spent a lot of time
at this, I will be very honest about that, but I have looked at the
information that OMB provides on other agencies and how they af-
fect farms.

Quite frankly, from the data that is there, it’s really very difficult
to get a handle on what the actual extent of that is. To do that,
we would need to do further study, and it really may be something
that we should do. But when I look at that, the other major players
are: Internal Revenue Service, very clear; EPA, we've talked about
that; the Department of Transportation, that was one that I sort
of scratched my head a little bit over, and when I looked at that
in more detail, there are things like aircraft operations that many
of the farms have. So there are things that are in that arena.

But given the data that is available to me today, it’s very dif-
ficult to parse out exactly what the level of burden is on a farmer,
because the way in which OMB collects it—those forms are filled
out by anybody. They say it affects some farmers but I don’t know
how many, so

Mr. RYAN. As the USDA, as the ombudsman for the farmer, I un-
derstand it’s a fairly complicated burden, what I'm hearing. What
you're essentially saying, it’s just not as high on the priority list,
given the fact that you’re structuring and you’re trying to do other
things. It doesn’t sound like it’s very high on the priority list, I un-
derstand. I appreciate your candor.

Do you see the eventuality of this getting knocked up on the pri-
ority list of doing sort of an assessment of the nature that we were
just talking about here?

Ms. REED. Let me say that reducing paperwork and doing what
we can to support the farmers is a priority for us. We juggle the
priorities in how best we can support farmers, but it is very much
a Department priority to do what we can and get it engaged when
we see that there’s a regulation that’s going—whatever department
it is—that is going to affect farmers.
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Have we done a specific study on paperwork reduction across the
board for farmers? No. Are we engaged with other agencies in ef-
forts for paperwork reduction? Yes. In the geospatial area, we see
so much potential advantage in shared information. We are active
participants, not just across the agencies within USDA, but across
the Federal Government. There’s a group that’s working to assure
that we have common standards for how we collect that informa-
tion so that we can use it jointly, not even just within the Federal
Government, but also working very closely in tandem with the
States and the counties and the other levels of government, so that
we can collectively reduce the burden. So we do have a commit-
ment in this arena.

Mr. RyaN. Acknowledging your commitment, when will that com-
mitment be honored, in your opinion? It’s my understanding that
OMP’s draft report identifies no planned USDA paperwork reduc-
tion initiatives to benefit farmers in fiscal year 2000. Since that—
I understand your commitment is there. When should we expect
that commitment?

Ms. REED. Well, there are several sections to the OMB report.
There is a section that from which I believe you note 5 initiatives
where we show the burden of reduction. But in a second section of
the report, we do address a series of initiatives that are underway
at the Farm Service Agency. We have not yet pieced out exactly
what the burden reduction will be. But there are some very serious
initiatives.

Mr. RyaN. That’s what comes to the farmers, I think.

Ms. REED. But they will result in a burden reduction. We just
haven’t quantified it. So, Keith, if you could share something.

Mr. KELLY. Yes, Mr. Chairman. Our agency is sponsoring a com-
panion initiative with the other primary agencies that deliver serv-
ices in the field: the Natural Resources, the Rural Development
and ourselves. And that whole effort is just to get to a common re-
duced paperwork process—I don’t want to be misunderstood, be-
cause it is a priority—it is to let farmers farm, not fill out papers.
That is a goal at the agency.

And I would like just to reference the statement that Secretary
Glickman gave to us on this whole initiative, which is being shared
by our agency, but shared by all of the agencies, that information
is collected once and shared many times by USDA Service Center
employees and, where appropriate, with other public and private
entities.

Part of the things we feel are going on out there, is that we’re
going out and collecting information, they’re going out and col-
lecting it, somebody else is collecting it, and a third of the informa-
tion is all overlapping each other. We are given the appropriate
computer technology resources to go with the initiative, we have
great confidence that the one Ms. Reed referred to in there,
geospatial and that whole technology, that we can make significant
savings to ourselves as well as to the farmers.

With our employment situation we have now, very selfishly,
we’re trying to get what we can off our plates for ourselves as well
as to our customers. I think that’s our goal. It is a priority here.
I don’t want to downplay it wasn’t.
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It’s when you get in a crunch, you set priorities on a day-to-day
basis, or sometimes week to week because of the crisis.

Mr. RYAN. I am sure we can see some additional actions soon. I
want to ask you one more quick question. You briefly talked about
the hog situation, the comprehensive nutrient management plans.
Could you give us some more details on that, how that paperwork
burden will be alleviated? I hear from hog farmers throughout Wis-
consin—we have a lot of independent producers—this is going to
cost them about $300 to $1,500 to comply.

It sounds like you’re in the midst of fulfilling the national strat-
egy. I understand you may not have the answer right now, but
could you please provide us with the answer or with the efforts to
reduce the paperwork burden with the new management plans?

Ms. REED. I would be happy to provide that for the record.

[The information referred to follows:]
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The Natural Resources Conservation Service (NRCS), in coordination with the Environmental
Protection Agency (EPA), is currently developing guidance for implementing the Joint Strategy
on Animal Feeding Operations. One aspect of the strategy is collaboration between NRCS and
producers in establishing Comprehensive Nutrient Management Plans (CNMP). The purpose of
the CMNP is to reduce or minimize the adverse environmental and public health impacts
associated with confined animal production.

In developing the guidance, every effort is being made to minimize reporting and recordkeeping
requirements by sharing information between federal and state organizations and using previously
collected information. Currently, NRCS offers producers the service of developing nutrient plans
similar to CNMPs as a component of the standard conservation plan. As NRCS formalizes the
procedures for developing a CNMP, it is envisioned that the agency will leverage off of existing
information coliection activities related to the development of conservation plans. This would
prevent duplicative information collections and reduce the number of responses to a request for
information from NRCS.

As part of the CNMP development and implementation process, NRCS does require that
producers maintain records on issues such as quantity of manure production, nutrient content of
the manure, and where/when applied. By only requiring producers to maintain this information,
rather than report it, NRCS is trying to minimize the overall burden on the producer. These
recordkeeping requirements are not new. NRCS currently requires recordkeeping of this type of
information even when a nutrient management plan is being prepared in conjunction with a
conservation plan.

Finally, NRCS does have plans in the future for further facilitating the preparation of CNMPs.
The Service Center Initiative Customer Service Toolkit project will enable service center
employees to make site visits to producers to offer technical assistance including the preparation
of CNMPs. This capability will expedite the plan development process and maximize use of
existing customer information.
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Mr. RyaN. All right. Thank you very much. Since there are no
more questions, this hearing is adjourned. Thank you for coming.

Ms. REED. Thank you.

[Whereupon, at 5:22 p.m., the subcommittee was adjourned.]

[The prepared statement of Hon. Jim Turner and additional in-
formation submitted for the hearing record follow:]
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OPENING STATEMENT OF THE HONORABLE JIM TURNER
“Clinton-Gore v. The American Taxpayer”

April 15,1999

| would like to thank both Chairman Horn and Chairman Mcintosh for
holding this hearing today, April 15"— otherwise known as tax day. | would
like to extend a special welcome to the Commissioner for agreeing to be
here on this busy day. Most Americans would probably like to participate in
today’s hearing to have the unique opportunity to ask questions of the
Commissioner of the IRS while he is under oath.

The IRS has struggled for years with customer service. In recent
history, customer relations have degraded so significantly that the 105"
Congress reacted to the stories of taxpayer abuses by passing several new
reform laws. The IRS has also responded under the leadership of the new
IRS Commissioner, Charles Rossotti, with a proposal to completely
restructure the agency and modernize its business practices and information
technology.

One of the most serious challenges facing the IRS is its outdated
computer system. IRS employees wiil process 228 miilion tax returns this
year, coilect over $1.7 trillion in revenue, and issue 93 million refunds. On-
line filing is up 156% from last year, and as of the end of March, over 28
million taxpayers used the IRS telephone service. However, IRS employees
approach many of these tasks with technology that dates back to the 1970's
- if not earlier.
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Ineffective technology directly affects customer relations and the
ability of the IRS to handle American taxpayer revenue appropriately. For
example, when making telephone inquiries, taxpayers often must wait for
long periods of time to speak with an IRS representative or obtain
information because computers are down. Additionally, updated and
accurate tax payment information is often unavailable to IRS employees,
because the IRS computer files for individuals and businesses are not
compatible — resulting in situations where individual officers of companies
are assessed taxes and penalties for years after payments have been made
in full.

With a subsidiary financial ledger, the IRS could solve this problem,
and | would urge the Commissioner to develop a subsidiary financial ledger
to help prevent situations where the IRS pursues collection activities against
taxpayers when taxes have been paid in full.

These types of system problems hit-small businesses hard. Small
businesses must comply with the same complicated tax laws that apply to
large corporations such as General Electric and Ford Motor Company, but
without the resources to hire expensive tax lawyers. Access to information
and tax assistance at the IRS is particularly important to smail businesses.
Without tax advice, some small businesses can make mistakes. Automatic
penalty and interest assessments mount quickly and, if compounded by
computer problems, may result in huge burdens on smatl businesses and
individuals. | am giad to learn that part of the Commissioner’s focus in
restructuring is to better address the concerns of American small
businesses.
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At this time, we are also ushering in a new era of federal agency
management. Agencies recognize that they must not only provide top-
quality government services, but also must achieve them in a cost effective
manner. The IRS is attempting to establish a more balanced set of
performance measures for the agency. This is no small task and is crucial
to improving the IRS. However, without quality computer systems capable
of tracking information in the tax processing system, the IRS will lack
reliable data on its performance measures, and it will be incapabie of
remedying the agency’s most serious problems,

Because of its outdated financial management systems, the IRS
struggles to generate the quality and degree of financial information that it
requires of American taxpayers. At a recent Government Management,
Information, and Technology Subcommittee hearing, we learned that the
IRS was incapabie of balancing its own checkbook with the Treasury
Department. The agency must make necessary investment in its
information technology and financial management systems, and it is clear
that Commissioner Rossotti is committed to this investment. | thank him for
being here and applaud his courage.
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April 20, 1999
BY FACSIMILE

The Honorable Albert Gore
Vice President

The White House - West Wing
Washington, D.C. 20500

Dear Mr. Vice President:

On April 15, 1999, the Subcommittee on National Economic Growth, Natural Resources
and Regulatory Affairs, which I chair, held a hearing on the Administration’s actual and expected
paperwork reduction accomplishments under the Paperwork Reduction Act. This letter seeks to
clarify the nature of your involvement in paperwork reduction through your National Partnership
for Reinventing Government (NPR), or under regulatory Executive Order 12866 which provides
that you “shall coordinate the development and p ion of recc dations,” or as Chair of
the President’s Management Council (PMC).

The hearing examined the Office of Management and Budget's (OMB) mis-management
of the paperwork burden imposed on Americans, OMB's falsely-claimed paperwork reduction
accomplishments, 872 violations of law last year alone where ies levied horized
paperwork burdens on the American people, and a woefully inadequate number of specific
paperwork reduction initiatives identified by the Administration for Fiscal Years 1999 and 2000.
The bottom line was that paperwork by your Administration is expected to increase by 2.6
percent and 2.3 percent, respectively, in these two years. This is on top of the 2.3, 1.0, and 0.4
percent increases, respectively, during the past three years.

Given these problems, the General Accounting Office's representative at the hearing, Nye
Stevens, Director of Federal Management and Workforce Issues, ded that you b
more involved by exercising your responsibility under Executive Order 12866. Quite frankly, the
Administration’s witnesses gave conflicting testimony about your role in paperwork reduction.
The Administration’s rep ative at the hearing, Deidre Lee, Acting Deputy Director for
M Office of M t and Budget, testified that you have not been involved in the
Government’s paperwork reduction efforts. However, the Department of Agriculture’s Chief
Information Officer Anne Thomson Reed testified that she understood that you had stressed the
importance of paperwork reduction in meetings of the PMC.
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Please clarify what has been your involvement in government-wide paperwork reduction
and the involvement of your staff and other members of the NPR and PMC and their staffs.
Once again, it appears that, when it comes to Federal paperwork, what should be down is actually
going up and up. 1believe that the public deserves substantially more paperwork reduction
initiatives by the Clinton-Gore Administration. What steps will you take to improve the
Administration’s sorry record in this area? Perhaps then Americans would be subject to fewer,
rather than more, Federal paperwork requirements.

Sincerely,

Qhck M.ldad,

David M. Mclntosh
Chairman

on

ic Growth,
and Regulatory Affairs

cc: The Honorable Dan Burton
The Honorable Dennis Kucinich
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feet Tastes

OFFICE OF THE VICE PRESIDENT
WASHINGTON

April 28, 1999

The Honorable David M. McIntosh

Chairman, Subcommittee on National Economic Growth
Natural Resources, and Regulatory Affairs

Committee on Government Reform and Oversight
Washington, D.C. 20515

Dear Mr. Chairman:

Thank you for your letter of April 20, 1999 to the Vice President about the Paperwork Reduction
Act of 1995 and the importance of having Federal agencies and the Office of Management and
Budget (OMB) implement it properly. As you know, the Administration supported the
Paperwork Reduction Act. Congress passed this bill without a dissenting vote, and President
Clinton was pleased to sign it into law on May 22, 1995.

First, I would like to clarify that the President’s Management Council (PMC) is chaired by the
Deputy Director for Management at OMB. However, the National Partnership for Reinventing
Government (NPR), under the strong leadership of the Vice President, has been working
tirelessly with other entities in this Administration to create a more streamlined government. We
are focusing on delivering great service to the public; fostering partnership and community
solutions; and reinventing agencies to get the job done with less.

Our efforts have resulted in many real and significant measures that have reduced paperwork for
both the public and government employees, including:

Revising the Small Business Administration’s (SBA) application forms from 78
pages to one page reduced paperwork imposed on small business applicants. This
measure also cut a 90-day review to 3 days.

Eliminating the Health Care Financing Administration’s (HCFA) physician
attestation form wiped out 11 million forms of useless paperwork.

Eliminating the Department of Labor’s requirement that employers file financial
statements of the condition of their pension and welfare benefits plans ended a quarter
of a million filings annually.

Moving from procurement requisition forms to procurement cards eliminated millions
of forms within the federal government.

PRINTED ON RECYCLED PAPER
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® In Georgia, Federal and State agencies worked together to consolidate application

forms for a range of assistance programs and cut 70 pages of applications to six.

The Vice President’s Plain Language campaign has led to more understandable forms
and notices, thereby reducing burdens on the public. The leader of this effort has
been the Securities and Exchange Commission which simplified mutual fund
prospectuses.

In this information age, all institutions have come to rely more and more on information to
perform their most basic functions. Information is the key to an effective government that
provides its citizens with necessary services — national security; a sound financial system; health,
safety and environmental protection — in the least intrusive and most efficient manner possible.

As your letter notes, the Vice President has personally urged Federal agencies to review and
reduce, where possible, the information they need in order to serve the public. Even the Act
recognizes that we must rely more on information, but requires each agency to weigh the burdens
imposed by collections of information on the public against the need for or practical utility of the
information received.

As you also know, under the Paperwork Reduction Act, the OMB is charged with responsibility
for overseeing efforts by each agency’s Chief Information Officer to manage the agency’s
information resources. OMB recently published the FY 1999 Information Collection Budget that
summarizes these efforts. It notes, for example, that targeted legislation to reduce individual
taxes — legislation supported by both the Administration and Congress — nonetheless requires
additional reporting. The document identifies over 70 statutes recently enacted by Congress that
will necessarily require additional information. We can and will, of course, continue to work to
ensure that these new programs are implemented as efficiently as possible within the constraints
established in the law.

You may be assured that this Administration remains committed to reducing red tape and any
undue burdens on citizens who must deal with our government. As you know from your work
with former Vice President Quayle’s Council on Competitiveness, this task is one that requires
the full bipartisan cooperation of all of us if we are to truly serve the American taxpayer.

Sincerely, ~

orley Winograd
Senior Policy Advisor

and Director of the National Partnership for
Reinventing Government

c¢: The Honorable Dan Burton
The Honorable Henry A. Waxman
The Honorable Dennis Kucinich
The Honorable Jack Lew
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May 11, 1999
BY FACSIMILE
The Honorable Albert Gore

Vice President
The White House - West Wing
Washington, D.C. 20500

Dear Mr. Vice President:

On April 20, 1999, after our April 15th hearing on the Administration’s 1998 Paperwork
Reduction Act accomplishments and those expected in 1999 and 2000, I wrote you to clarify the
nature of your involvement in recent and expected paperwork reduction. On May 6th, we
received a letter dated April 28th from one of your staff, listing six earlier paperwork reduction
efforts, including some in the first Clinton-Gore term, but none expected in 1999 and 2000.

The April 15th hearing examined the Office of Management and Budget's (OMB)
mis-management of the paperwork burden imposed on Americans, OMB's falsely-claimed
paperwork reduction accomplishments, 872 violations of law last year alone where agencies
levied unauthorized paperwork burdens on the American people, and a woefully inadequate
number of specific paperwork reduction initiatives for 1999 and 2000.

Given these problems, the General Accounting Office’s representative at the April 15th
hearing recommended that you become more involved by exercising your responsibility under
Executive Order 12866 and your Reinventing Government initiative, Asa consequence, I asked
you to identify what steps you were taking to improve the Administration’s sorry record in
paperwork reduction. Your staff did not address any steps you were taking. Iwould appreciate
a responsive answer from you to all of the questions in my April 20th letter since paperwork
reduction is important not only to Congress but also to the American people. Thank you.

D M. Wl

David M. McIntosh

Chairman

Subcommittee on National Economic Growth,
Natural Resources and Regulatory Affairs

cc: The Honorable Dan Burton
The Honorable Dennis Kucinich
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May 11, 1999

BY FACSMILE

The Honorable Jacob J. Lew
Director

Office of Management and Budget
Washington, D.C. 20503

Dear Director Lew:

This letter includes a followup request based on the May 7, 1999 response from the
Office of Management and Budget (OMB) to questions asked during the Subcommittee’s April
15, 1999 hearing on the Paperwork Reduction Act. Thank you for providing a chart for the
hearing record showing the paperwork hours associated with many of the recent violations of this
law.

Please provide another chart (see attached) by May 21, 1999 showing the number of
substantive changes made by OMB, if any, to each department and agency's Information
Collection Budget submission and the number of additional paperwork reduction candidates
independently identified by OMB, if any, for each department and agency.

If you have any questions about this letter, please contact Professional Staff Member
Barbara Kahlow at 225-4407. Thank you in advance for providing this additional information
for the hearing record.

Sincerely,

pud N AAFS

David M. Mclntosh

Chairman

Subcommittee on National Economic Growth,
Natural Resources and Regulatory Affairs

Attachment

cc: The Honorable Dan Burton
The Honorable Dennis Kucinich
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OMB Changes to Agencies' ICB Submissions for FY 1999 ICB

Agency

# of Substantive Changes to
Agency ICB Submissi

# of Additional Paperwork
Reduction Candid:

Made by OMB

Identificd by OMB

Agriculture

Commerce

Defense

Education

Energy

HHS

HUD

Interior

Justice

Labor

State

Transportation

Treasury (except IRS)

Treasury/IRS

Veterans Affairs

EPA

FEMA

NASA

NSF

NRC

OPM

SBA

SSA

Other Executive Branch Agencies

p ory C
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EXECUTIVE OFFICE OF THE PRESIDENT 77
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

JN 4198

The Honorable David M. McIntosh

Chairman, Subcommittee on National Economic Growth,
Natural Resources, and Regulatory Affairs

Committee on Government Reform

U.S. House of Representatives

Washington, D.C. 20515-6143

Dear Mr. Chairman:

Thank you for your letter of May 11, 1999, in which you requested additional
information to our May 7, 1999, response to questions asked during the April 15, 1999, hearing
on the Paperwork Reduction Act. We appreciate your continued interest in the Information
Collection Budget (ICB) of the United States Government - Fiscal Year 1999.

Your request asks about changes made to agency ICB submissions by the Office of
Management and Budget (OMB). As you know, the development of the ICB is an iterative
process. Agencies submit material to the Office of Information Regulatory Affairs (OIRA) in
response to the OMB Butlletin and OIRA staff review that material. OIRA staff then work with
the agency to identify missed opportunities for burden reduction, ongoing efforts not described in
the submission, or areas that need clarification. The agencies respond to these suggestions,
OIRA staff further evaluate these responses, and this process is repeated while the ICB is under
development. There is no ongoing record of the individual exchanges.

Enclosed is a sample of two initial agency submissions, so your staff can see the kinds of
changes that are made. We would be happy to provide you with copies of other agencies initial
ICB submissions. If that wouid be helpful, have your staff contact Mr. Jefferson B. Hill at 202-
395-3176.
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2

If you have any further questions concerning the ICB, I would be pleased to discuss them
with you personally.

Sincerely,

Donald R. Arbuckle
Acting Administrator

and Deputy Administrator
Office of Information

and Regulatory Affairs

Enclosures
cc: The Honorable Dan Burton

The Honorable Henry A. Waxman
The Honorable Dennis Kucinich
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The enclosures are retained in the Committee on Government Reform's Subcommittee on
National Economic Growth, Natural Resources, and Regulatory Affairs hearing record.
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June 9, 1999

BY FACSIMILE

The Honorable Jacob J. Lew
Director

Office of Management and Budget
Washington, D.C. 20503

Dear Director Lew:

This letter responds to the June 4, 1999 letter from Acting Administrator Donald .
Arbuckle to our May 11th letter addressed to you about the Paperwork Reduction Act. The June
4th letter is ptable and ive to our oversight needs.

P

Our May 11th letter elaborated on questions asked during the Subcommittee’s April 15th
hearing of Office of Management and Budget's (OMB) Acting Deputy Director for Management
about OMB’s review of and action on the Internal Revenue Service’s (IRS) paperwork budget
submission. Since OMB was unable to provide any substantive answers about IRS’ paperwork

budget submission, we req; d that OMB complete a chart showing the number of substantive
changes made by OMB, if any, to each department and agency’s paperwork budget submission
and the number of additional paperwork reducti did ind dently identified by OMB,

if any, for each department and agency. OMB’s June 4th reply didrnot include a completed chart
or any numeric information for any of the agencies included in OMB’s Information Collection
Budget of the United States Government.

Instead, OMB's response claimed “There is no ongoing record of the individual
exchanges [between OMB and the agencies).” This is mind boggling! If there is no record of
individual exchanges between OMB's desk officers and the agencies which OMB oversees, how
does OMB management evaluate the performance of individual OMB desk officers and the

agencies’ responsiveness to OMB’s specific dations? M , if there is “no
record,” how can Congress know - and why should Congress assume - that OMB is doing any
paperwork reduction ight at all? Therefore, the Sub i q that OMB, in the

future, keep a record of all substantive changes to agency paperwork budget submissions made
by OMB and all additional paperwork reducti didates independently identified by OMB.
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In addition, OMB enclosed in its June 4th response a sample of two initial agency
paperwork budget submissions but without any indication whatsoever of the substantive changes
made by OMB or any additional paperwork reduction candidates independently identified by
OMB. These sample agency documents were not requested and are not responsive to any
question asked at the hearing or by the Subcommittee after the hearing. These non-germane
documents are not even a poor substitute for the requested chart with quantifiable information.

In conclusion, because of our oversight responsibility, we expect GMB, starting July i,
1999, to keep detailed and complete records so that it can provide information requested by
Congress, in its oversight role, about OMB’s role in government-wide paperwork reduction.

Qoh M

David M. Mclntosh

Chairman

Subcommittee on National Economic Growth,
Natural Resources and Regulatory Affairs

cc: The Honorable Dan Burton
The Honorable Dennis Kucinich
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Explanation of the Table: Available Data of FY 1998 Violations

The first column identifies the collection. The OMB number, if available, is necessary to trace
the history of a collection. In the case of collections in Table B.2 for which an OMB number has
yet to be or never will be assigned, there is no information in our database and thus no
information about the burden. The second column is the title of the collection as stored in the
database,

The third and forth columns, "Date of Expiration" and "Date of Reinstatement," identify the
period during which the collection is or was in violation. For collections that were being
conducted without OMB approval and were subsequently approved, no expiration date is listed
and the reinstatement date is actually the date upon which the OMB number was assigned and
the collection approved. A star by the reinstatement date indicates that information was not in
the FY 1999 ICB.

The fifth, sixth, and seventh columns provide information about the burden for collections as
reported in our database. Note that none of the information in this table is counter-factual or
extrapolated. Under the column "Current," the currently approved burden (i.e., on April 27,
1999) of the information collection is listed. If the collection remains in violation, this number
will be zero. This column says "DISCONTINUED" if the agency reported that the collection
was no longer being conducted. The approved burden as of COB, September 30, 1998, is listed
under the column "Fiscal 1998." Under "Fiscal 1997" is the approved burden as of COB,
September 30, 1997. Note that some collections will have a nonzero burden listed in all three
columns if they expired and were subsequently reinstated between September 30, 1997, and
September 30, 1998.

The final column, "Last Known," has the last known burden for any collection for which the
previous three columns were empty. If there is a burden here, there are two possibilities. First,
the collection expired prior to September 30, 1997, and has yet to be reinstated. Second, the
collection was reinstated and subsequently expired again during FY 1998.

At the end of the table, the final four columns are totaled. Note that, for the columns "Current,"
"Fiscal 1998." and "Fiscal 1997,” these totals are burdens that were approved and in our
database. If all collections remained constant over time, a higher total would indicate a greater
level of compliance. However, collections do not remain constant over time; the burden for
individual collections may change from one date to another. (See, for example, 0560-0155 at the
bottom of the first page.)
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The attachment is retained in the Committee on Government Reform’s Subcommittee on
National Economic Growth, Natural Resources, and Regulatory Affairs hearing record.
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October 13, 1999
BY FACSIMILE
The Honorable Jacob J. Lew
Director

Office of Management and Budget
Washington, D.C. 20503

Dear Director Lew:

This letter follows up on my June 9, 1999 letter about the Paperwork Reduction Act. For
our oversight needs, I requested that, starting July 1st, the Office of Management and Budget
(OMB) keep detailed and complete records about OMB’s role in government-wide paperwork
reduction.

Tor the July st through September 30th quarter, please provide a chart in the exact
format shown in the Attachment to this letter identifying any substantive change to an agency
paperwork submission made by OMB and each additional paperwork reduction candidate
independently identified by OMB.

Your response should be delivered to the Subcommittee majority staff in B-377 Raybum
House Office Building and the minority staff in B-350A Rayburn House Office Building not later
than noon en Friday, November 19, 1999. If you have any questions about this request, please
call Professional Staff Member Barbara Kahlow on 226-3058. Thank you for your attention to
this request.

Sincerely,

David M. MciIntosh

Chairman

Subcommittee on National Economic Growth,
Natural Resources and Regulatory Affairs

Attachment

cc: The Honorable Dan Burton
The Honorable Dennis Kucinich
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¢ Keesecker Agri-Bus. Inc.
2069 Prairie Road WashingTon, KS 66968 Ph/ Fax: (785) 325-3134
April 23, 1999

Honorable David McIntosh

United States House of Representatives
1610 Longworth House Office Building
Washington D.C. 20515

Dear Honorable McIntosh:

Recently I had the pleasure of watching you on C-Span regarding your involvement with the
IRS Reform and Managy Listening to the individuals that were testifying and the
concerns you and Representative Ryan had of the excessive paperwork and abuse by the IRS
has prompted me to write this letter.

First, I would like to give you a little background inf ion of our operation. Our f: g
operation consists of an Agricultural Limited Liability Company and a family held
Agricultural Corporation with my wife, three daughters, and myself as the sole stockholders.
These two entities have helped in the process of trying to pass the business from one
generation to the next without the tax collectors ending up with the farm. My daughters are
the fourth generation to be involved in agticulture and pig production in this community,
which is highly unusual. Iwould hope that my grandsons could carry on the tradition. My
concern is if the regulatory trend continues, they will not have this opportunity. We farm
over 3,000 acres and produce over 30,000 pigs yearly in our farrow-to-finish operation.
Besides family members involved in the operation, we also have 20 other employees.

Paperwork has b almost unbearable. Between envi I issues, payroll tax,
unemployment tax, income tax, propetty tax, and the Department of Labor, the complexity
and involvement of all these forms is now taking one office employee over 1000 hours a
year to comply. When our professional tax preparer and attorney fees are included with our
office personnel, this costs our business over $20,000 annually to comply with all the
paperwork.

Even more frightening than the above is the IRS attitude of the taxpayer being guilty until
proven innocent and their police type tactics. Enclosed you will find copies of four (4)
cotrespondence that my tax preparer suggested that I shate with you.
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As you can see, these notices started on March 1, 1999 concerning overpayment notice of

$ 19,045.64. The next notice was on March 29%, conceming a change in our return —
“Amount Due IRS of $ 19,770.23”. The third notice was on April 19%, “URGENT!, We
intend to levy on certain assets. Please respond NOW, amount due $ 19,957.15”. Lastly, the
fourth notice on April 19", indicated we had a credit adjustment and now owe $ 266.20.

Bear in mind while this scenario was going on, our tax preparer, who has a Masters in
Agriculture Economics, was in cortespondence with the IRS trying to straighten out this
mess. Heis of the opinion that we do not owe any additional tax and may even have a
refund. He is still working on it. He also indicated that in trying to correspond with the IRS
over the phone, he was treated quite rudely and could not obtain any information from
them. Our tax preparer also indicated that trying to use the expedited tax process for hog
farmers has not expedited the process at all, if anything it has delayed the process.

Our operation recently had an audit from the Department of Labor. In order to get the
necessary documentation, it took two office people one week to prepate and we had to meet
with our accountant and attorney. Obviously all of this is costly and non-productive. The
good news is that the auditor indicated that everything was in order and agricultural is
exempt from most of the rules that apply to other businesses, which we already knew.

1 resent a few lawmakers and most regulatory people who insinuate that farmers and small
business owners are crooks. Agriculture and small business owners are the backbone of this
nation and their integrity should not be in question. As you can tell from this letter, the
frustration level is extremely high, We have literally lost hundreds of thousands of dollars in
equity these last few months due to the historic Jow hog prices. Besides the losses we have
had to deal with, the barrage of paperwotk and regulations from the government just keep
coming, If family members of the next generation and several key employees that are like
family did not want to be involved in agriculture, I would throw up my hands and quit.

In summary, those of us involved in this farming operation would just like to do our job of
producing food and fiber for this nation, which we do extremely well I might add, and quit
being overwhelmed with all the paperwork. The vast majority of producers that are involved
in agriculture do not break the law or violate the environment. Enclosed is an article from
an award in 1995 that might be of intetest to you.

T hope this information will be of help to you. If1 can be of further assistance, please do
not hesitate to contact me. Phone: (785) 325-2510; Fax: (785) 325-3134;

E-mail: kab@idir.nct It was reassuring to me when you informed the individuals that
testified, there would be no ramifications or any type of harassment from any of the
government agencies for their testimony. Without that assurance, I probably would not
have written this letter.

Sincerely,

N

Dale Keesecl

Enclosure
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Mitchell Walter, 2, and Michasl Walter, 6, hold the plagne
presented to their grandparents, Dale and Lila Keesecker.
Dale believes in leaving the environment better for the next
generation and thought it fitting to have his grand
photographed holding the award. (Photo by Peggy Collier)

Keesecker receives
national recognition

Dale X ‘Washi 1

Keesecker

(Continued from 1A}
threugh a center pivol system on
cropland

Kessecker has been in the hog
business for almaost 30 years, The
operation includes 62 zores of
grass waterways, 56 miles of ter-
races, 1G acres of upland wildlife
habitat, and 3,200 shelter belt trees
and sheubs have been planted.

I for the

Qrher winners of the Baviron-
mernial Swwards Program are Har-
lan Keener of Rocky Knoll Swine
Farm, Lancaster, Pa. PIT USA,
Franklin, Ky.: Marlir Pankratz,
Mountain Lake, Minn., and
National Hog Farms Inc., Kersey,
Colo, The winners we recog-
sized at a special cerermony held in
conjuaction with the National pork

Stewards Prograr placed a lot of
emphasis on soil ioss when they
came to inspect the hog operation.
Kaeesecker said

“Through the use of ne-till and
contour farming, 1erraces and grass
waterways, wo've limited our soil
less 10 less than five ton per acre,
which sounds like a lot, but it is
{airly insignificant to other areas)”
Keesecker said.

Keesecker shares credit for the

was ¢ne of five pork operations
recognized nationally this smonth
for promoting a strong conserva-
tion cihic. Keesecker and wife Lila
were in Washington, D.C., Sept.
12-15, where Keesecker was pre-
sented with ar Bnvironmental
Stzwards Program Award. The
Keeseckers alsc were among the
honored guests at several Congres.
sicnat funcheons and dinners.

The Keesecker farrow-to-finish
family corporation sells between
29,000 and 30,600 hags anacally
and includes 2,200 acres of tand.

More than 20 feeding research
trials involving approxifmately
50,000 pigs have boen gonducted
over the past 13 to 13 years au the
Ke o cker farm ty cooperation
wite Ors. Jim Nelssen, Robent
Goudbard nd Mike Tokach of
Kansas State University. As a
eesult of ihi rescarch, the opera-

1o USes & ph feeding pro-
grem to meet the nutritional
requirernents of it pigs.

“In the wials, fairly new techaol-
ogy evolved, that of phese {ceding
and feed budgeting,” Keesecker
said from his home Tuesday.
“Phase feeding and feed budgering
tailor the nutritional needs of the
pig specifically o its we.ghl sa
that it is never overfed protein,
phosphorus and the ather ¢ssential
amino Xeids. With these programs.
we reduce the amount of pitrogen

En tewards award
with former Soil Conservation Ser-
vige District Conservationist Char-
e Foster, curtent SCS Disurict
Conscrvationist Dee Minge, and
SCS wehnician Kenay Nelsen —
they do a great job, he said —
daughter Michele Walter, who has
planted grasses and wild Sowers
arpund the lagoons and been

respensible Tor he operation’s aes- -

thetics, and his staff of (5 to 17
employces, whom are “quality
people,” he said.

Pork producers ke Keescoker,
who are using new technology that
is environmentally sound in their
hog oparations, ars cleaning up the
hog farmer's reputalion.

Some like Keesecker have faken
the research and technology and
applicd 3¢ @5 soon as it became
available, “Befory, it was for eco-
nomical reasons; now it’s for cnvi-
ronmental reasons,” Keesecker

aid.

and phosphorus excreted by the said.

pig This in turn jowers the impact
of the nitrogen and phosphorus on
ihe environment.”

The Keesccker operation also
was recognized because it uses &
fresh water flushing system in fis
naturally ventilated finishing units,
The lagoon water is utilized

{Continyed on 3A)

O

s 15 Council's appual Leg-
islative Seminar.

The Keeseckers attended a
reception in the Department of
Agricultre, where the deputy sec-
retary of agriculture was guest
speaker; several Congressional tun-
cheons and dinpers, which intlud
ed visits from Sen. Rebert Dole
and staff; Sen. Nancy Kassebaum's
staff (they visited Sen. Kassebaum
in her office); Congressman Pat
Roberts ang staff; and Congress-
man Sam Brownback.

Each winner was selected as a
winner of a designated region in
the United States by 3 producer
committes, Keesecker was selecied
winner of the Midwest region. This
year's winners represent a wide
Tange in size and type of operation,
Keesecker said.

The opetations were evalnated in
five areas: manure menagement,
financial management, aesthethics
and neighber relations, wildiifc
renagenen, and innovation,

The award is sponsored by the
Nationat Pork Producers Council,
Plizer Animal Health and National
Hog Farmer magazine.

For more information on the
Environmental Stewards program
or any oiher environmental jssug,
write tor Bnviconment, NPPC, PO,
Box 10383, De¢s Moines, Iowa
50306, or call NPPC at 515-223.
2600,



